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PRACTICAL RESULTS OF VALUED POLICY LAWS. 


The Causes and Effects of Legislation of This Character, Particularly in the State 
of New Hampshire. 


The test of a valued policy law 
must be its benefit or detriment to 
the insuring public, and not to the 
insurance companies. It is a well 
established fact that any legislation 
or any condition which increases 
the cost of insurance does not rest 
upon the company, but is passed on 
by them to the insured in the form 
of increased rates. It is a funda- 
mental principle in fire insurance, 
as indeed of every other enterprise, 
that the cost of doing the business 
(which includes losses, expenses 
and interest or profit on invested 
capital) must be collected from 
those who pay the premiums. Up- 
on this assumption only is the in- 
surance company justified in risking 
its capital as an underwriter. Its 
income from interest on invested as- 
sets is banking pure and simple, 
and has no connection with the 
underwriting account. 

One of the recognized principles 
of fire insurance is that in event of 
fire the insured shall be paid no 
more than the actual loss, whether 
the risk be partly or wholly de- 


stroyed. This is a principle upon 
which the business must rest if it is 
to be sound and legitimate and of 
any practical benefit to the honest 
property-owner. In many instances, 
however, it has been the practice of 
property-owners, either through 
Over-caution or other motives, to 
procure insurance in excess of the 
actual value of the property cov- 
ered. It also happens that insur- 
ance which originally covered actual 
value becomes over-insurance _ by 
deterioration or other causes. 


These conditions have been rec- 
ognized by the companies and many 
efforts made to meet them by in- 
spection, co-insurance, partial loss 
clauses and a careful selection of 
agents. Yet it is undoubtedly true 
that with the rapid growth in the 
demand for insurance and increased 
competition, some of the agents of 
the companies have not been over- 
particular as to the amount of in- 
demnity carried by the insured, and 
in some cases perhaps have even 
urged the property-owner to carry 
more insurance than actually 
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needed. Yet the property-owner is 
the best judge of the value of his 
property and of his needs in the line 
of insurance. If he looks upon in- 
surance as indemnity for actual loss 
and not as a source of profit in case 
of fire, he is not apt to over-insure. 

But all of these conditions make 
it doubly imperative that the prin- 
ciple of payment for actual loss 
only, regardless of the amount of 
insurance, shall be strictly enforced. 
This is the rule adopted by all first 
class companies in the settlement of 
losses and is invariably recognized 
by the courts, unless there be a law 
specifically directing the payment 
of the full insurance without refer- 
ence to the actual damage. 


A DANGEROUS VIEW. 

It may be that the property-owner 
who has procured over-insurance 
and thinks he should collect it all 
without reference to the amount of 
loss, is honest in his position; but 
that his views are dangerous to the 
community at large is beyond ques- 
tion. These are the people who, in 
many states, have asked for the 
passage of valued policy laws and 
secured their enactment. These 
laws provide that in case of a total 
loss upon buildings the measure of 
damage shall be the amount of in- 
surance and not the actual loss. 
Why this should be confined to 
total losses upon buildings is not 
clear, since the plan, if just in the 
case of total losses, should also be 
in the case of partial; if just in the 
case of buildings, should also be in 
the case of contents. 

It is plain that a law designed to 
give the property-owner more value 
than he would. receive if his loss 
adjusted according to the 
actual damage, will increase the 


were 


insurance losses paid; and yet 
there are some who have reasoned 
that valued policy laws decrease 
insurance losses, a thing which is 
absolutely impossible. The first 
principle of the valued policy law is 
to increase the sum paid to the in- 
sured. Consequently there is an 
increased fire loss under these laws 
and an increase in the cost of insur- 
ance to the community at large. 
This increased loss is due to the 
creation of fictitious values by leg- 
islative enactment, which means 
nothing more nor less than an in- 
creased moral hazard. 

Let us look at some of the prac- 
tical effects of valued policy laws. 
The first law of this kind was passed 
in Wisconsin in 1874. Ohio and 
Texas followed in 1879. The next 
law passed was in New Hampshire 
in 1885. Since then eighteen states 
have passed these laws, mostly 
western and southern states. 


THE NEW HAMPSHIRE LAW. 

Interest in these laws has centered 
very largely in New Hampshire, 
first, because the companies with- 
drew after the passage of the act 
and remained out of the state for 
five years, in an apparently ineffec- 
tive protest against the law; and 
second, because the insurance com- 
missioner of that state, in his an- 
nual reports from year to year, has 
insisted that this enactment has 
been beneficial. 

We desire to consider at some 
length the position taken by this 
state official, which he has more 
fully discussed in his last annual 
report. He states that the law has 
been a benefit. As proof of this 
assertion he presents statistics which 
show that the ratio of insurance 
losses paid to premium receipts in 
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New Hampshire during the thirteen 
years prior to the valued policy law 
were greater than during the same 
number of years since its passage. 
The ratios are: 66.62 for the first 
period and 45.04 for the second 
period. 

In the first place it seems to us 
that the state insurance commis- 
sioner, as a public official, argues 
from a wrong point of view, that 
of profit to the companies. The 
law was not passed for the pur- 
pose of increasing the profits of in- 
surance companies, or with the ex- 
pectation that it would do so. But 
the commissioner defends the law 
because this apparently has been 
the result. Yet the companies have 
not asked for this defence. On the 
contrary they are opposed to the 
law and would like to see it re- 
pealed in what they claim to be the 
public interest. If they have met 
with a more favorable loss ratio in 
New Hampshire since the passage 
of the law, they will hardly ascribe 
their success to that law, but rather 
to skillful underwriting in the face 
of adverse conditions. 


THE PROPERTY-OWNERS INTEREST. 

But we imagine the property- 
owners of New Hampshire who pay 
the premiums are less anxious about 
the profits of the companies, than 
about the actual results to them since 
the passage of the law. They wish 
to know, First, has the property loss 
decreased relatively to insured 
value, and Second, has the rate of 
insurance improved? This is the 
real test, and not the ratio of loss 
to premium receipts, which does not 
show the actual increase or decrease 
in loss to value insured. The fol- 
lowing illustration will show that 
there might be an increase in loss 


and a decrease in ratio of loss to 
premium receipts : 


PREMIUMS. 
1898—$1 ,000,000 
1899— 1,200,000 


Loss. 
$500,000 
540,000 

The premium income is liable to 
important fluctuations for various 
causes, and a ratio of loss to pre- 
miums is, therefore, not a correct 
indication of the actual rate of burn- 
ing. The rate of burning is more 
accurately shown by the ratio of loss 
to risks written. 

The efficacy of the New Hamp- 
shire valued policy laws must stand, 
not by the ratio of losses to pre- 
miums, but by the ratio of loss to 
risks written and also by the rate of 
insurance charged the property- 
owner. The following statistics 
show that the rate of burning to 
risks written and the rate of insur- 
ance in New Hampshire has in- 
creased since the passage of the 
valued policy law: 

Ratio of 

burning 

to risks. 

Five years, 1886-90. .0047 

Five ‘1891-95. .0059 

Three ‘“‘ 1896-08. .0063 
These statistics are prepared from 


figures which the commissioner pre- 
sents in support of his own conten- 
tion. They show that the valued 
policy law has not helped the 
property owner, however much it 
may have helped the companies, as 
argued by the commissioner. [See 
Note. ] 


NoTrE.—Before publication this article was 
submitted to Insurance Commissioner John C. 
Linehan, of New Hampshire, for criticism and 
comment. In reply thereto Mr. Linehan says: 

“I am under obligations for the offer made by 
you, or rather the invitation to comment on the 
article you intend to publish. As I have no de- 
sire to enter into any newspaper controversy, I 
feel obliged to decline your kind invitation. 
The proper place, in my estimation, to give my 
opinion on such matters is in my annual report. 
I will say one word, however, and that is, that 
the increase in the property burned in this State 
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SOME COMPARATIVE RESULTS. 


Let us, however, take a broader 
view of the situation. The property- 
owners of New Hamshire are not 
only interested in the results as con- 
fined to that state, but also as they 
compare with results in states hav- 
ing no valued policy laws. Of the 
six New England states New Hamp- 
shire alone has such a law. Acom- 
parison between New Hampshire 
and the five other states, covering 
as it does a territory largely hom- 
ogeneous in its character, would in- 
dicate pretty accurately the differing 
results with or without the law. For 
the purpose of ascertaining these 
results we have compiled, from Mr. 
C. A. Jenny’s ‘‘ Fire Insurance by 
States,’’ the average rate of pre- 
mium in New Hampshire for the 
fourteen years ending with 1893, 
with the average rate of burning 
for the same period. We have 
then prepared the same ratios for 
the five years from 1894 to 1898 in- 
clusive. This process has been re- 
peated for {the five remaining New 





has been in that covered by policies issued by 
unauthorized companies. That is to say, by 
companies not using}the valued policy. This is 
a point worthy of your consideration. In saying 
this much I cannot concede, neither can you 
claim, in the absence of accurate figures, that 
there has been an increase. The law obliging 
clerks of towns and cities to make returns of 
fires, is comparatively a newone. The returns 
made until within the past three or four years 
have not beenas full and'‘accurate as they should 
have been, which, for obvious reasons, is easily 
understood.” 

Mr. Linehan’s statement will, we think, be 
construed as an admission on his part that there 
may have been an increase in the rate of burning 
in New Hampshire since the passage of the val- 
ued policy law. We agree with Mr. Linehan that 
the general statistics in regard to property losses 
in New Hampshire may not be strictly accurate. 
The figures used in this article, however, relate 
entirely to the sworn reports of stock fire insur- 
ance companies doing business in New Hamp- 
shire, and as statistics, therefore, can be accepted 
as reasonably accurate. They are certainly as 
accurate as the statistics used by Mr. Linehan in 
his last annual report. 


England states, and the results 
grouped. This is what is shown: 


NEW HAMPSHIRE. 


Rate of 
burning Rate of 
to risks. Insurance. 


Fourteen years, 1880-93 .0060 -O1Ig 
Five ** 1894-98 -0063 0132 
OTHER NEW ENGLAND STATES. 
-0066 
.005I 


Fourteen years, 1880-93 
Five *« 1894-98 

From this it will be seen that the 
rate of burning in New Hampshire 
under the valued policy law during 
the past five years has increased 
three points over the previous aver- 
age, while in the rest of New Eng- 
land, without any valued policy law, 
the rate of burning has decreased 
fifteen points. In New Hampshire 
the rate of insurance has increased 
thirteen points, while in the rest of 
New England it has decreased two 
points. The detailed figures, which 
it is not necessary to give, show that 
the experience in New Hampshire 
upon the two points which most con- 
cern the property-owner has been 
worse than in any of the New Eng- 
land states. 

The statistics which have been 
presented tend to show that the 
actual experience in New Hamp- 
shire since the passage of the valued 
policy-law accords with what might 
logically be expected, namely: An 
increase in the rate of burning as 
the scope of this extraordinary law 
became more generally understood, 
and an increase in the rates of fire 
insurance to cover both increased 
losses and the increased cost of pro- 
tection against the adverse effects of 
the law. 


.O107 
.O105 


PREVENTING OVER-INSURANCE. 

The only persons who can pos- 
sibly be interested in the passage of 
valued policy laws are those who 
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desire to carry insurance beyond 
the actual value of their property, 
a motive for seeking legislation 
which is indefensible. 

It has been argued that such laws 
tend to prevent over-insurance by 
compelling insurance companies to 
select their risks more carefully. 
This argument is unsound, even if 
it were true as to actual practice. 
It requires the acceptance of this 


principle: That the way to protect | 


the community against crime is to 
increase the opportunity for crime. 
A valued policy law which guar- 
antees to the property-owner who is 
successful in procuring $10,000 
worth of insurance on $5,000 worth 
of property, that in event of loss he 
shall be paid $10,000 instead of $5,- 
000, is an incentive to crime. . We 
cannot make anything else out of it. 

But does a valued policy law 
afford any guarantee that the in- 
surance companies will scrutinize 
their risks more carefully; or, if 
they do, is there any reason to sup- 
pose that they will escape the 
effects of the fraud invited by such 
laws? Even if by such scrutiny 
over-insurance is reduced, does it 
justify a law which is a direct 
encouragement to incendiarism ? 

It is a serious question whether 
the companies will or will not ex- 
ercise this scrutiny. To so guard 
their acceptance of risks as to de- 
feat the logical effects of a valued 
policy law, would involve largely 
increased expenditures. The com- 
panies might very logically take this 
position: If the state sees fit to im- 
pose this added hazard upon the 
companies, which in turn must col- 
lect it from the insured property- 
owner, it is evidently the intention 
of the state that the property-owners 


shall bear the increased cost, and it 
is immaterial to them whether this 
increased cost is levied in the form 
of larger expenses or large? losses. 
Regard for public sentiment would 
tend to make them save on the ex- 
pense account and allow the in- 
creased cost to appear in the loss 
account. 
CONCLUSION. 

But why should we try to stop 
crime by increasing the incentive to 
crime? Why try to stop over-in 
surance by inviting over-insurance? 
Why tax the honest and intelligent 
property-owner to pay for the moral 
hazard of those who over-insure ? 
Why apply a remedy thus indirectly, 
by imposing a penalty upon the 
victim of over-insurance, the honest 
property-owner, from whom the 
company must collect to cover the 
increased cost, whether it be through 
larger losses or larger expenses ? 

Valued policy laws are wrong in 
theory and bad in practice. The re- 
sults show this beyond argument. 
They are totally unjustifiable from 
avy point of view, since they pro- 
mote the crime of arson and do not 
remedy the evil of over-insurance, 
but on the contrary, encourage 
it. They increase the general cost 
of doing the business and necessi- 
tate larger collections from the 
property-owners as a whole, without 
giving the public any compensation 
for that increased expenditure. 

Valued policy bills should be re- 
pealed in the interests of good 
morals. The question of over- 
insurance should be approached in 
a rational and effective way, either 
by the enactment of a three quarters 
loss law as adopted by some states, 
or by compulsory valuation at the 
expense of the insured. 





INTEREST RATES AND LIFE INSURANCE RESERVES. 


Interesting Facts and Opinions Bearing Upon This Important Problem. 


No current problem in life insur- 
ance has attracted more attention 
than future interest rates, and their 
effect upon the earning power of the 
reserves. This question has already 
been discussed in this magazine, but 
it is desirable at this time to present 
the matter more fully, and, if pos- 
sible, to shed some light upon this 
important discussion. 

The two elements of calculation 
upon which the premiums and re- 
serves of life insurance companies 
are based, are mortality and inter- 
est; one is equally important with 
the other. It is not only essential 
to know, from scientifically pre- 
pared tables, what rate of mortality 
is to be assumed, but also, from cur- 
rent conditions and tendencies, what 
sums it is necessary to lay aside 
at compound interest to meet the 
claims of policy-holders as they fall 
due. From the very inception of 
life insurance, extreme conserva- 
tism has characterized the assump- 
tions made by the companies in 
regard to interest rates; and most 
wisely and well, for a study of the 
history of the business reveals the 
fact that the failures of the past 
have been due largely to over-confi- 
dence shown by company manage- 
For many 
years the prevailing rate assumed 


ments in this respect. 


by the best companies was 4% per 
cent, but of more recent years it has 
been 4 per cent. In 1861 Massachu- 
setts by legal enactment established 
this rate as the basis for the calcu- 
lation of reserves, which is virtually 


the accepted standard throughout 
the country today. 

In 1882 the Connecticut Mutual 
Life Insurance Company, of Hart- 
ford, voluntarily placed its reserves 
upon a three-per-cent basis. Since 
then the following companies have 
likewise abandoned the orthodox 
four per cent for three and three and 
one-half per cent: Mutual, Equit- 
able, New York, Northwestern, 
Penn Mutual Benefit,’ National, 
Phoenix, Connecticut General, 
and Travelers. Other companies 
are considering the advisability of 
change. 

A GENERAL, PROPOSITION. 

In a previous discussion of this 
question we presented this general 
proposition : 

‘““The point to determine is 
whether or not security and the 
best interests of the policy-holders 
demand a change. It would not be 
fair nor right to settle a matter of 
such far-reaching importance be- 
cause the expediency of certain 
companies seemed to require it. 
The question is purely an economic 
one, to be determined both by ab- 
stract scientific requirements and by 
actual commercial conditions. That 
a three per cent reserve is safer 
than a four per cent reserve is a 
self-evident truth; but, on the other 
hand, it may be recognized that 
safety can be carried so far as to be 
absurd, and made a burden to the 
policy-holder rather than a benefit. 
The cost of insurance to policy- 
holders is already large, and it 
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should not be made larger if it can 
be avoided.’’ 

Is a three per cent reserve neces- 
sary? 

The action taken by the com- 
panies named does not necessarily 
indicate that itis. It is noteworthy 
that the assumption of a three per 
cent reserve is coincident with the 
adoption of excessively liberal 
policy loans and cash values. 
This fact has led the opponents of a 
higher reserve to maintain that the 
movement toward three per cent has 
been dictated by competition and 
not necessity. The contention isa 
plausible one, and, if true, is a 
strong indictment against the eco- 
nomic necessity of a lower interest 
assumption, and the consequent in- 
crease in the current charges upon 
policy-holders. 

ADVOCATES OF HIGHER RESERVES. 

But the higher reserve is not 
without its champions upon eco- 
nomic grounds. In his address be- 
fore the insurance commissioners’ 
convention in 1898 President John 
A. McCall of the New York Life 
urged that for practical purposes a 
life insurance company should as- 
sume a higher standard of reserve 
than that by which the company’s 
solvency is tested under the law, 
inasmuch as the future safety of life 
insurance demanded a more con- 
servative selection of investments 
earning lower rates of interest. 
Concerning the past depreciation in 
interest rates he said: ‘‘It would 
not be a fair inference from the fore- 
going that the decrease in the inter- 
est rate will be as great during the 
next twenty-seven years as it has 
been during the twenty-seven just 
past, because by that rule the rate 
would in the course of time reach 


the vanishing point; but we cannot 
fail to note that, if the interest rate 
realizable on government securities 
be taken as a standard, a three per 
cent standard in 1898 would be less 
conservative than a four and one- 
half per cent standard was in 1871.’’ 

A year later before the same body 
President James W. Alexander, of 
the Equitable Life, reviewed the 
rates of interest obtained at present, 
compared with the past, and said: 

‘‘ Why is three per cent as high a 
rate as should be assumed by con- 
servative companies? It would seem 
that the proposition needed no argu- 
ment. It is patent. The standard 
of Massachusetts, the pioneer in 
careful insurance supervision, was 
four per cent when seven per cent 
was readily obtainable on the best . 
real estate mortgages and the best 
railroad bends. New York followed 
suit in 1887, and made the standard 
four per cent at a time when six per 
cent was easily obtainable on high- 
class securities. The margin was 
not considered any too wide. Errors 
in investment had to be provided 
for. Idle money and money tem- 
porarily held at minimum rates had 
to be provided for. It was never 
regarded as prudent to assume a rate 
which might probably be obtained on 
the average, but which was not by 
any means certain.”’ 


Mr. Alexander has taken pains to 
support his position by obtaining 
the opinions of many leading finan- 
ciers, who do not hesitate to say 
that three per cent will be the pre- 
vailing rate of interest in the future. 

Notwithstanding the position 
taken by these high officials, there 
are many careful and conscientious 
students of life insurance economics, 
who hold that a four per cent reserve 
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is high enough for all practical pur- 
poses, and that there is not the 
slightest danger from depreciated 
interest rates for many years to 
come. 


A PRACTICAL, PRESENTATION. 

For the purpose of throwing some 
practical light upon the question of 
reserves and interest rates, past and 
present, Mr. Benjamin F. Brown, 
whose reputation as a student of life 
insurance statistics is unexcelled, 
has, at the request of this magazine, 
prepared an exhibit, showing the 
reserves and the rates of interest 
earned thereon by leading American 
life insurance companies during the 
past twenty-five years. This exhibit, 
which will be found on page 42, we 
regard as the most important and 
comprehensive yet published. It is 
not prepared for the purpose of a 
cursory examination, but demands 
a close and careful study on the part 
of those who entertain a real interest 
in one of the most vital problems of 
modern life insurance. The agent, 
who sells the policy of life insur- 
ance, and who is constantly called 
upon to explain questions affecting 
cost, is just as much interested in 
this matter as the company execu- 
tives who control the investment of 
thesé vast trust funds. 

The exhibit reveals actual condi- 
tions; that is the relative earning 
capacity of the securities in which 
life insurance companies commonly 
invest. It shows that in 1874 the 
rate of interest earned upon mean 
assets was 6.83 per cent, and that 
this rate steadily decreased until 
1897, when it reached 4.81 per cent. 
In 1898 it advanced slightly to 4.84 
percent. Probably all underwriters 
will agree that the same figures for 
1899 will show a continued increase. 


DECREASE IN RATES EARNED. 

In twenty-five years, therefore, 
the rates earned have decreased 
almost two per cent (1.99). It is 
noteworthy, however, that for the 
first seven years of the period the 
decrease was 1.37 per cent, while in 
the last eighteen years it has been 


but 0.62 percent. In fact the ratio of 
decline has a tendency to grow less. 
With the decrease of interest rates 
during the twenty-five years, there 
has been also an almost unbroken in- 
crease in surplus funds in excess of 
the reserve upon which four per 
cent must be earned. In conse- 
quence the interest now necessary 
to maintain the reserve shows a 
very small reduction in ratio to 
mean assets. The constant tend- 
ency has been to cover for the de- 
cline in interest rates through an 
appreciation of surplus funds. Not- 
withstanding the decline in  in- 
terest rates earned upon life insur- 
ance investments, the earnings not 
only provide for the interest neces- 
sary to maintain reserve, but leave 
a margin of 1.58 per cent above all 
requirements. Thus, while there 
has been a large and almost con- 
stant decrease in profits from inter- 
est during the past twenty-five 
years, the profit now realized is still 
a very substantial one. With the 
large surplus funds now on hand 
(over $15 for every $100 of reserve), 
the interest earnings are far beyond 
the actual requirements. The in- 
terest earnings in 1898 of the twenty- 
five companies included in the ex- 
hibit were $60,159,362. Of this but 
$43,110,066 was required to maintain 
the reserve, leaving an excess or 
profit of $17,049,296. Of this excess 
interest, forty-seven per cent was 
earned by the actual invested sur- 
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plus funds, showing that if surplus 
funds were entirely excluded the in- 
terest earnings would still produce a 
profit beyond reserve requirements. 
WHAT OF THE FUTURE? 

But it must be admitted that the 
problem of interest in life insurance 
relates more to the future and less 
to the present and the past. Here 
we invade a field more or less specu- 
lative. Opinions will vary accord- 
ing to the line of experience met 
with by the investor of funds. If 
that experience has been mainly 
with government, municipal and 
railroad bonds, the tendency will be 
to regard the future in a somewhat 
dubious light. If with gilt-edged 
stocks and profitable mortgages, 
particularly the latter, the outlook 
will be much more hopeful. The 
criticism made of the financiers who 
have fortified Mr. Alexander with 
their opinions is that they belong 
to the former class, and see the fu- 
ture from a circumscribed point of 
view. About one-third of the in- 
vestments of American life insur- 
ance Companies are placed in mort- 
gage loans, which in 1898 yielded an 
average rate of interest of 5.30 per 
cent. It is contended by many 
practical underwriters that there is 
still a place in life insurance for the 
skilled financier, and that the in- 
vestment of funds in low rate securi- 
ties does not call for financial 
judgment of a high order. It is 
also contended by these under- 
writers that in the future, rates of 
interest upon securities in which 
life insurance companies may safely 
invest will tend to increase, that 
they have already improved, and 
that at best the rates of interest for 
many years to come will not fall 
below the percentage necessary to 


maintain the reserve. If the ratio 
of decrease in the interest rates of 
the life insurance companies in- 
cluded in Mr. Brown’s exhibit, since 
1880, continues for the next eighteen 
years, the rate earned will still be 
4.30 per cent. The probabilities, 
however, favor the assumption that 
the ratio of decrease will not be so 
great. 
MR. LEWIS’ VIEWS. 

But it is urged by the advocates 
of a three per cent standard that ex- 
perience upon existing investments 
is nota guide to new investments. 
Mr. Charlton T. Lewis has recently 
discussed this point, and we present 
his conclusion thereon. He says: 

‘‘TIt must be remembered, how- 
ever, that the investments of these 
companies forma vast and gradu- 
ally growing aggregate, so that the 
amount of interest received upon 
much the greater part of them has 
been determined in former years, 
and is determined during the year 
prior to the calculation only for new 
or renewed investments. If the 
assets are each year valued severally 
at or near the market price at the 
end of the year, the resulting rate is 
influenced by temporary market 
conditions. On the other hand, just 
to the extent to which purchase 
price or slowly modified book value 
is regarded in valuation, to that ex- 
tent does the rate reflect the normal 
percentage of yield in former years 
rather than in the current year. 
These considerations must be taken 
into account, and the effect of each 
estimated in detail to reach the true 
average rate of interest. Such an 
examination will probably prove 
that the true rate in 1897 was con- 
siderably below the apparent rate of 
4.92 per cent, and possibly some- 
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what below 4.5 per cent; but that 
the average rate for the whole 
period of declining interest from 
1872 to 1897 was above 5.4 per cent. 

‘Tt seems reasonable to believe 
that this last named average, taken 
through a period of declining rates, 
fairly represents the permanent 
average income from safe 
ments; and that the minimum rate 
reached in 1897 by this great body 
of capital is the minimum likely to 
be reached while the general indus- 
trial conditions and tendencies of 
our time continue. Several other 
lines of examination on which I 
have tentatively entered seem to 
converge towards the same conclu- 
sion. But while accepting this asa 
working hypothesis, it is of impor- 
tance to remember that the average 
interest upon similar investments in 
some other countries, though sub- 
ject to similar fluctuations, has uni- 
formly been lower than in the 
United States; and that the facili- 
ties for the investment of capital 
and the interchange of market influ- 
ences are increasing. On the whole, 


invest- 


therefore, while it seems to be be- 
yond reasonable doubt that the as- 
sumption of four per cent as a rate 
of interest upon reserves is safe for 
at least a generation to come, a con- 
servative provisional estimate of the 
permanent average yield to be ex- 
pected hereafter from invested capi- 
tal for many years would perhaps 
fix it at about five per cent.”’ 
DISCUSSION WANTED. 

We are compelled to limit the 
scope of this article to the presen- 
tations of a few general deductions 
and some of the leading arguments 
advanced for and against a three- 
per-cent reserve. Much more might 
be said profitably upon both sides, 
and we hope it may be said by prac- 
tical underwriters in subsequent 
numbers of this magazine. In fact 
we feel certain that the comprehen- 
sive presentation of the interest 
question in Mr. Brown’s exhibit will 
excite discussion. From the con- 
sideration thus far given to the ques- 
tion, we have not become convinced 
that it is necessary to abandon the 
four-per-cent reserve at this time. 








REVIEW OF THE MONTH 


LIFE INSURANCE. 


Since the last issue of this magazine 
another meeting of the anti-rebate agree- 
The Anti-Rebate ment has been held, the 

results, so far as the dis- 
Agreement, ; 

solution of the agree- 
ment are concerned, being practically the 
same. The second meeting was held in 
New York November g, at which the report 
of the special committee of five, appointed 
at the meeting held October 18, was re- 
ceived and acted upon. As stated last 
month, this committee addressed letters to 
all of the original signers of the compact, 
asking them if they were prepared to con- 
tinue the agreement in a modified form, or 
if but a portion of the original signers con- 
tinued. The replies received by the com- 
mittee indicated that a majority of the com- 
panies favored the dissolution of the present 
compact, but many were in favor of super- 
seding it bya new agreement. The replies 
contained numerous suggestions in regard 
to a new agreement, some desiring united 
action upon commissions and others upon 
bonuses. Some also thought that the best 
way of meeting the rebate situation was to 
provide a bureau for the prosecution of 
agents under anti-rebate laws. 

After considering these replies at three 
lengthy sessions, the committee made two 
reports to the full meeting. The majority 
report made by the chairman, Mr. Kings- 
ley of the New York Life, favored the dis- 
solution of the present agreement, while 
the minority report, made by Mr. Pattison, 
favored continuance in an amended form. 
Mr. Kingsley said, however, that he did 
not accord entirely with the majority re- 
port and introduced a resolution placing 
the responsibility for the failure of the 
present compact upon the Mutual Life and 
Equitable. The two reports, together with 
this resolution, were freely discussed and 
finally referred to an enlarged committee 
of seven to report at a meeting to be held 
on or before December 20. 

Under these circumstances, the outlook 
for any action before the first of January is 
very slight. In fact, it is probably not ex- 
pected that the companies will be in a 


mood to compromise before that date. 
While the anti-rebate agreement has not 
been formally dissolved, it seems to be 
generally understood that no complaints 
will be made thereunder. The compact is 
practically without a referee, since Mr. 
Reed’s election as trustee of the New York 
Life disqualifies him from serving in that 
capacity. It seems also to be tacitly ad- 
mitted that the agreement is no longer 
binding upon the signers. This is a some- 
what singular state of affairs, since the 
companies have twice declined to abrogate 
the agreement; but it is probable that in 
view of public opinion the companies are 
anxious to preserve the shadow of an agree- 
ment until a new compact can be formed. 
It is stated, however, that at the last meet- 
ing there were not enough companies rep- 
resented favoring abrogation to comply 
with the rule requiring a vote of the ma- 
jority of the signers. 


- 


The facts seem to be that co-operative 
effort between the companies upon the 
question of rebating is 
in a state of temporary 
relapse rather than per- 
manent disuse. The probability is that 
after the hot campaign which always marks 
the closing months of the year, the com- 
panies will be in a much more conciliatory 
frame of mind and will be prepared to take 
some action. How soon, of course, cannot 
be predicted, but we feel perfectly sure 
that in due course co-operation between 
the companies will be resumed. It is prac- 
tically impossible for any one company 
acting alone to handle the rebating ques- 
tion. Wedo not mean to say by this that 
the Equitable Life, or any other company 
which concludes to take individual action 
upon the question of commissions, will 
necessarily fail in carrying out its program, 
but now that the question is judged in its 
proper perspective, there are very few who 
adhere to the opinion that reduced first 
year’s commissions will stop rebating or 
that after the adoption of such a plan of 


Prospects For a 
New Agreement. 
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compensation the rebate question will cease 
to be a problem of any moment. 

Rebating is a competitive question which 
has passed beyond the control of individual 
companies and can be handled only by co- 
operation. It is too much to expect that 
the business of life insurance should be free 
from the operation of laws and tendencies 
which exert themselves in other lines 
of business. There is scarcely any business 
today in which competition is not con- 
trolled by co-operation and it would be 
singular indeed if life insurance were able 
to continue without yielding to current 
tendencies. Neither the ethical nor the 
legal aspects of rebating appeal to the 
majority of men engaged in life insurance 
today. They look upon it as a business 
proposition to be settled in a businesslike 
way by co-operation between the companies 
and their agents. 

What form of agreement is best adapted 
to solve the rebate problem is something 
which no one can today point out. There 
are a great many different ways in which 
rebating can be checked ; but the universal 
panacea has not yet been discovered. It 
would folly to expect that when a 
new agreement is formed it will meet all 
requirements. It will probably fail, as did 
the present one, in some very important 
respects, — but as in everything else, evolu- 
tion will in time determine what form of 
agreement is the most practical. 

The reports made by the committee of 
five at the meeting of November g have 
been carefully guarded and the terms of 
their recommendation have not been made 
public. Many new forms of agreement 
are, however, being discussed from the 
standpoint and according to the particular 
interests of the different companies. It is 
certain that nothing can be adopted except 
through compromise, and the task set be- 
fore the committee of seven is to deter- 
mine what plan will be acceptable to the 
majority. 


be 


5 
One plan which is being discussed is that 
instead of having an independent referee as 


under the present com- 
Propose to Use 


Mite Bone pact, a legal board be 


constituted to prosecute 
rebaters state This board 
would be supported bythe companies party 
to the agreement and would be prepared to 


under laws. 


Insurance Economics. 


receive complaints against rebaters from 
any source. Under the present agreement 
the party making the complaint is not only 
obliged to furnish the evidence but is com- 
pelled to appear as complainant. This 
fact, it is claimed, has deterred many agents 
and companies from presenting cases for 
trial. Under the suggested plan it would 
merely be necessary for the agent to notify 
the board that a rebate had been given with 
the names of the parties implicated. The 
board would then undertake to secure the 
evidence, and if warranted, would prosecute 
under the law. The original complainant 
would not be known in the matter at all. 

In fire insurance it has been found expe- 
dient, in order to secure evidence against 
those who violate the rules of the different 
associations, to protect those making a 
complaint against any possible injury 
which might occur to the complainant if 
he were known. This state of affairs is, 
perhaps, not exactly complimentary to man- 
kind at large, but it is one of the facts of 
human nature which it appears necessary 
to recognize in commercial agreements. 


This suggestion regarding a new agree- 
meut is but one evidence of a very interest- 
ing phase of the rebate situation, namely, 
that as the ties which have bound the com- 
panies together in the agreement become 
weaker and weaker, the companies and 
their agents turn more and more for help 
to the anti-rebate laws. It is a well known 
fact that a majority of these laws were 
passed by the agents for the purpose of 
stopping the competition of rebating 
agents, but on account of their commercial 
character they have become rather unpop- 
ular. There isa justification for anti-rebate 
laws on grounds of public policy, but 
unless these laws have behind them a re- 
spectable body of public opinion, either 
among the policy-holders or among the 
agents, it is hardly possible that they will 
be very effective. The policy-holders have 
not as yet sufficiently comprehended the 
effects of rebating to insist upon the en- 
forcement of anti-rebate laws, but just at 
present there appears to be a renewed 
activity among both companies and agents 
in availing themselves of the protection 
afforded by these laws. This we accept as 
one evidence of the present extent of rebat- 
ing and the increased desire to stamp out 
this class of competition. 
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Another proposition advanced for the 
purpose of checking rebating is the drastic 
Other Plans method of publicity. It is 
Sactciiel proposed that companies 

BB ; 

whose agents are detected in 
rebating shall be given the benefit of free 
advertising and that all applicants for in- 
surance in these companies be invited to 
obtain the current discount. It is claimed 
that this plan would be instantaneously 
effective in creating public prejudice 
against the companies which sold their 
policies at a discount and would cause the 
companies involved to rigidly enforce rules 
against rebating. 

Some of the companies are, of course, 
anxious that united action be taken upon 
the question of commissions. Ex-President 
Cochran of the National Association of Life 
Underwriters, who was mainly instrumental 
in securing the passage of the commission 
resolution at the last annual meeting, is 
using his best efforts to secure a joint recog- 
nition of this action onthe partof the com- 
panies. He claims that the agents have 
indicated what their wishes in the matter 
are and that it is incumbent upon the com- 
panies to meet them half way. 

The present disposition of the companies 
is against united action upon the question 
of commissions. They do not see how such 
action can be taken effectively without 
naming a maximum rate of commission, 
and they are not yet prepared to remove 
competition upon compensation to agents. 
The longer this question is discussed, how- 
ever, the more pronounced is the opinion 
in favor of some such agreement, and un- 
questionably in course of time there will 
be united action upon this point. Some of 
the companies which do not believe ina 
commission agreement would be willing to 
agree not to pay bonuses, but the bonus 
assumes so many different forms, some of 
which are comparatively harmless, that 
many practical difficulties are placed in the 
way of such an agreement. 

v 


Interest in the rebate situation centers 


very largely in the three great New York 


- companies. The contest 
The Irrepressi- : 
. for supremacy during the 
ble Conflict. : : 
closing months of this year 
was probably never so strong. During the 
early part of the year these companies an- 
nounced that their insurance in force had 
reached the billion dollar mark. Each 


company will consider it important that 
there be no falling off from this figure. 
No one is so sanguine as to suppose that, 
under the circumstances, business done be- 
fore January first will be entirely free from 
rebating. It is probable that there will be 
more rebating than there has ever been be- 
fore. A part of this increase will be due 
to the fact that the restraint of the anti- 
rebate compact has been thrown off. The 
general situation has led Mr. Kingsley, of 
the New York Life, to issue a very dubious 
public statement in regard to the outlook. 
He states that, notwithstanding the action 
of the Equitable and some other com- 
panies, the New York Life had hoped 
to be able to re-invigorate and save the 
anti-rebate compact; but that these hopes 
have grown less with each passing day. 
He says: ‘‘We might as well face the fact 
that we practically stand alone today in 
our opposition to rebating. Most of the 
small companies believe just as we do, and 
are trying to put down rebating just as we 
are, but alongside the competition of the 
Mutual Life and the Equitable the position 
of these companies, while to some extent 
comforting, doesn’t materially change the 
situation.” 

Mr. Kingsley says, however, that the 
New York Life proposes to meet the situa- 
tion by using state laws, and appeals to its 
agents to furnish it with evidence in any 
case which may come to their attention, 
whether it be concerning their own agents 
or the agents of other companies. He says: 
‘If the proof is against our own man, we 
shall immediately discharge him; and, 
having done that, we shall submit the case 
to the prosecuting attorney if the offense is 
within a state having an anti-rebate law. 
If the evidence is against the agent of an- 
other company, we shall also place the 
facts before the prosecuting attorney.’’ 
Mr. Kingsley further contends that the 
anti-rebate compact has failed because it 
was not carried out in good faith ; and that 
the only resort now is to state laws, which 
he believes can be enforced. 


> 


Since his return from abroad President 
Alexander of the Equitabie Life has issued 
a statement con- 
cerning the _ busi- 
ness of that com- 
pany and the progress made since its 


President Alexander's 
Statement. 
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fortieth anniversary convention in July. 
Relative to the action then taken by the 
society in regard to commissions he has 
this to say : 

‘* And first of all let me congratulate you 
upon the substantial progress you have 
made in carrying forward the great work 
inaugurated at our fortieth anniversary con- 
vention. No action ever taken by you in 
the past has given me so much pride in the 
character of the field officers of the society 
as your firm and enthusiastic endorsement 
of our new project for stamping out the 
demoralizing practice of rebating. This 
project was seen by you ata glance to strike 
at the very rootoftheevil. You recognized 
instantly that what we proposed to do was 
nothing less than a reform in the strictest 
and most comprehensive sense of the word. 
You entered into this movement with a 
clear knowledge of all it entailed. You 
did not lose sight of the fact that at such 
times there are always to be found persons 
short-sighted enough and narrow-minded 
enough to oppose all new movements in the 
direction of reform. But, on the other 
hand, you also recognized the fact that 
when genuine reform is deliberately 
planned, and is consistently and vigorously 
prosecuted, its progress is irresistible, and 
its success becomes assured. 


‘In view of all this, two things are emi- 
nently gratifying to me at the present time. 
The first is that our action has met with 
such widespread public approval. Almost 
without exception the comments of the 
press have been commendatory. Almost 
without exception the officers of other com- 
panies have expressed their approbation, 
indicating their sympathy with our move- 
ment, even if some of them have paused to 
observe the practical results achieved by us 
before actively co-operating with us. In 
the second place it is eminently gratifying 
to me to find that during my short absence 
so much has been accomplished. The best 
proof that we have entered upon a genuine 
reform is in the fact that already we are 
beginning to see results. A tree is known 
by its fruits; and more and more, as one 
month succeeds another, will the value and 
importance of our action be manifested. 
We have every reason for encouragement. 
Other measures having proved adequate it 
is eminently gratifying to see that the new 
movement is already benefiting the society, 
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its policy-holders, its managers and its 
agents. 

‘Our new departure means far more than 
outsiders fully appreciate as yet. It means 
a material saving to policy-holders; it 
means business of a better quality; it 
means a more steadfast and loyal member- 
ship; it means an increase in the material 
resources of every manager who conducts 
his business with judgment and in conson- 
ance with the new order of things, and it 
means a better income and a more substan- 
tial support for every man who accepts a 
local agency, if he intends to make life in- 
surance his business, no matter how small 
his field of operations may be. It means 
more than this. It means that the Equit- 
able society, which already has the best und 
most representative corps of agents in the 
business, will attract to it more and more 
the best men in the community to represent 
it in the field.”’ 

Mr. Alexander has disappointed those 
who expected that he would take some 
cognizance of the severe criticism made by 
Mr.Kingsley, of the Equitable’s withdrawal 
from the anti-rebate compact. His only 
comment in regard thereto is this: ‘You 
may have observed also that personalities 
have been introduced into the conduct of 
the business by some competitors. I do 
not propose to follow this bad example, and 
prefer to treat with silence attacks which 
are neither justified by facts nor by good 
manners.”’ 


* 


Mr. Gage E. Tarbell, vice-president of 
the Equitable Life, who was invited to ad- 
Vice-President one ~ name. Seen 
Tarhell’s Address. writers’ Association of 

New York, November 
28, took the occasion to discuss quite fully 
the position of the society in regard to the 
rebate question, particularly its recent ac- 
tion upon commissions and its withdrawal 
from the anti-rebate compact. 

He stated that rebating in life insurance 
would continue so long as the business was 
transacted upon a commission basis. He 
admitted that rebating had existed under 
low as well as high first years’ commissions, 
but he contended that the rebating done in 
former days was comparatively harmless, 
althought it might have been unwise and 
unnecessary. Rebating as an evil only 
came into existence with high brokerages 
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and bonus contracts. He held that re- 
bating as an evil had existed only since 
1880, and had constantly grown since that 
date, until today it was one of the greatest 
problems in life insurance. 

Mr. Tarbell said that from his practical 
experience in the field he became con- 
vinced some ten years ago that business 
placed under a renewal commission was 
much more satisfactory than that placed 
under brokerages, and in the agency which 
he controlled at that time the renewal com- 
mission was introduced with most satisfac- 
tory results. He said that, no less than six 
years ago, before a meeting of life under- 
writers in Detroit, he had contended that a 
reform in the methods of compensation was 
the only way in which rebating could be 
successfully fought. He also said that for 
the past two years he had entertained the 
conviction that reform in this direction 
was necessary, and that the Equitable Life 
had considered the matter months before 
action was finally taken. 

Mr. Tarbell evidently desired to convey 
the idea that the society’s action was not 
hastily taken, but was the result of convic- 
tions reached by long and practical experi- 
ence. 

In considering the effects of the Equit- 
able’s action, Mr. Tarbell said that while 
he admitted the change would not stop 
rebating entirely, he believed it would 
minimize the evil. It would tend to reduce 
lapsing and twisting and with first year’s 
commissions limited absolutely to fifty per 
cent., he did not believe there would be 
much inducement for the agents to give 
away any portion thereof, especially as it 
was a part of the Equitable’s plan not to 
make advances’ upon renewals. In ex- 
plaining the society’s action in voting in 
July to effect a reform in commissions on 
January first, he stated that it could not 
in good faith enforce the change before 
that date, since outstanding contracts with 
agents covered bonus offers for the business 
of 1899. Mr. Tarbell expressed the belief 
that most of the companies would be com- 
pelled to follow the example of the Equit- 
able, and that if all companies were to 
adopt this system of compensation on Janu- 
ary first rebating as an evil would practi- 
cally disappear. 

In regard to the society’s withdrawal 
from the anti-rebate compact, Mr. Tarbell 
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stated that since the Equitable had deter- 
mined the only effective way to meet rebat- 
ing was to reform the methods of compen- 
sation to agents, it concluded it was no 
longer necessary to stultify itself by con- 
tinuing party to an agreement almost uni- 
versally recognized to be ineffective. 
¥ 

President James L. Johnson of the Na- 
tional Association of Life Underwriters was 
The Prosceed also present at this meet- 
Poli Ch ‘ ing and discussed the 
olicy use. : : 
question of rebating. He 
took the occasion to again urge upon under- 
writers the importance of inserting an anti- 
rebate clause inthe policy. He believed 
his position upon this question was unas- 
sailable. While its popularity might at 
present be questioned, yet he felt certain 
sentiment in favor of his proposition would 
grow. He recognized the efficacy of all 
methods which had been adopted or were 
being adopted for the prevention of rebat- 
ing, but called attention to the fact that 
nothing has yet been done to impose a 
penalty upon the policy-holder accepting 
arebate. Mr. Johnson contended that if 
the company had a right to name the con- 
ditions of the contract in any respect, it 
had a right to stipulate that the full prem- 
ium must be paid to the company by the 
policy-holder. He pointed out that if a 
policy could be declared void because of 
the violation of any of the conditions, it 
could with equal consistency and equal 
justice be declared void if the conditions in 
regard to the full payment of the premium 
were not met. He stated that it could 
certainly be no greater hardship upon the 
policy-holder to declare a policy void in 
case of a rebate than in the case of the vio- 
lation of any other conditions named. Mr. 
Johnson’s thoughts upon this subject were 
very suggestive and tended to strengthen 
the position he has assumed in regard to 
the insertion of an anti-rebate clause in the 
life insurance policy. 


5 

While many of the officials are using 
their best efforts to preserve some sort of 
an agreement between 
the companies upon the 
rebate question, there 
are many indications that the agents 
throughout the field are equally interested 
in the matter. The better class of agents 


Sentiment of the 
Agents. 
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realize that demoralization will follow the 
dissolution of the compact unless it is 
immediately superseded by something 
more effective. They recognize, of course, 
that the compact has not, of more recent 
date, accomplished all that was expected 
of it, and that rebating has been steadily 
increasing; yet they feel that it has exer- 
cised an important moral restraint. In 
view of the confronting the 
agency force, it is interesting to note that 
the movement towards the organization of 
new associations is progressing, and that 
the signs of newly-awakened interest are 
numerous. It shows that the agents be- 
lieve that co-operation is necessary in 
order to improve business and to regulate 
demoralizing competition. Between the 
organized agents on one hand and the com- 


situation 


panies on the other, it seems likely that 
the steps taken in the future’ towards the 
suppression of rebating will be much more 
effective than those taken in the past. 


¥ 


The Philadelphia Agency Association has 
taken an advanced stand on rebating. It 


has generally been 


Action on 


«Tenis iteneuate” recognized that the 


“trade 
given to those engaged in the business of 


discount ”’ 


insurance is a legitimate form of rebating. 
Soon after the formation of the anti-rebate 
compact, an agent of the Mutual Life was 
convicted for giving a rebate to another 
agent. The company protested against the 
decision, and said that it would withdraw 
if the ruling was enforced. Its position at 
that time was supported by about one half 
of the companies, and a special meeting 
was called to consider the question. A 
resolution was introduced permitting the 
payment of commissions to the officers, 
agents and other employes of life insur- 
ance companies, but was voted down be- 
cause it was believed that it would open 
the door to indirect rebating by allowing 
applicants for insurance to be temporarily 
appointed as agents. The force of this con- 
tention was recognized, but it was under- 
stood that the referee in passing upon com- 
plaints would consider the circumstances 
and recognize what were known as legiti- 
mate trade discounts. There are, neverthe- 
less, a great many underwriters who believe 
that this kind of rebating is wrong, and 
that it is quite as demoralizing as any other 


form of rebating. There has been a grow- 
ing sentiment against the so-called ‘‘ trade 
discount.’’ This at least would seem to 
be the case, from the action taken by the 
Philadelphia association, which has passed 
a resolution placing itself on record against 
the payment of rebates to any policy 
holder. This resolution was the result of 
a recommendation made by the Executive 
Committee upon the question of discounts. 

This stand taken by the Philadelphia as- 
sociation will not prove very popular else- 
where ; nevertheless, the position is a very 
logical one, If discrimination in favor of 
any policy-holder is wrong, it is wrong in 
the case of all policy-holders; but this is a 
question which heretofore has been settled 
by each individual agent according to his 
Own convictions. Our observation of the 
‘trade discount”’ in life insurance leads us 
to conclude that it has introduced an ele- 
ment which in some respects, at least, is 
quite as demoralizing as any other form of 
rebating. 


v 


It is an interesting fact that competition 
appears to have largely transferred itself 
from forms of policy to 
rates of compensation. 
That is to say, a desire 
for public approval has resulted in a con- 
test upon the improvement of the expense 
account through a reform in the commis- 
sions paid to agents. The Equitable’s 
movement in this direction has already 
been thoroughly discussed. As stated in 
the last number of this magazine, the New 
York Life has also reformed its rates of 
compensation, and has reduced its first 
year’s commissions and increased its re- 
newals. Its methods of doing so are some- 
what different from those pursued by the 
Equitable, however. Under the new plan, 
commissions are graded to induce the writ- 
ing of larger policies, and also to induce 
the writing of larger amounts during the 
year. Upon ordinary life policies the new 
rates of commission during the first year 
range from forty per cent on a $1000 policy 
to sixty per cent on a $5000 and all amounts 
above that. The renewal commissions are 
graded according to the amount of insur- 
ance written during the year. If $50,000 is 
written, a renewal of five per cent in the 
second year is paid; if $100,000, five per 
cent for the second and third years. These 


Competition on 
Agency Expenses. 
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renewals are increased in like measure 
until $400,000 is reached. If this sum is 
written during the year a renewal commis- 
sion of ten per cent is paid for the second, 
third, fourth and fifth years. At the same 
time, the company has increased its re- 
quirements for membership in its agency 
order called ‘‘ Nylic,’? which is designed 
primarily to induce the continuance of 
first-class agents in the service of the 
company. 


¥ 


There appears to be a reaction in the 
state departments in regard tothe gain and 
Tie Cain toh loss exhibit in life insur- 
Lon Eohie ance. After many years 

of discussion such an ex- 
hibit was recommended by the state com- 
missioners’ convention, but has thus far 
been adopted only by Maine, Connecticut, 
Missouri, Wisconsin and Illinois. While 
theoretically the gain and loss exhibit has 
many good points to recommend it, yet it 
has been found in actual practice to be of 
very little use and has been positively 


harmful in some cases, owing to the fact 
that the comparisons made thereunder for 
competitive purposes are frequently not 
warranted. The exhibit as it is naw com- 
piled, does not show what the facts actually 
are. In some cases the figures reported by 
the various companies are merely esti- 
mates and there is no uniformity in the 
methods of reporting. It is perhaps possi- 
ble to prepare a gain and loss exhibit 
which would show something of value, but 
unless this can be done it has been felt that 
it is a great injustice on the part of the 
state departments to require the exhibit. 

In view of these facts it is interesting to 
state that the insurance department of 
Maine has decided to eliminate the gain 
and loss exhibit from its statement blanks 
sent the companies for 1899. It is also 
learned that the Connecticut department 
has carefully considered the matter, and 
while it is not prepared to give up the ex- 
hibit, it is endeavoring to remedy its 
defects and place it in such shape as will 
make it more valuable. 


FIRE INSURANCE 


The most absorbing topic of discussion in 
fire insurance during the past month has 
The Topeka been the settlement of eM 
Rate War. rate war at Topeka, Kansas, 

through the intervention of 
the National Association of Local Fire 
Insurance Agents. It is the first time that 
the National Association has been called 
upon to act as a mediator upon any question 
affecting the joint interests of companies 
and agents. It was, therefore, a test of its 
strength and prestige. The importance of 
the action taken is shown by the extended, 
and in some respects acrimonious, controv- 
ersy which followed the settlement. The 
matter has been discussed from various 
points of view, but mainly in criticism of 
the results accomplished by the national 
association. In the debate following the 
announcement of the settlement, many 
things have been stated which are conflict- 
ing and have tended to confuse the judg- 
ment of those desiring to form an accurate 
and unbiased opinion as to the actual re- 
sults which have been accomplished. 

In view of this fact, this magazine has 
undertaken to obtain from various sources 
as complete and accurate an account as pos- 


sible, of the incidents which took place in 
connection with the Topeka rate war. In 
doing so we have relied less upon the pub- 
lished statements made by the Continental 
Insurance Company and of the Topeka local 
agents representing western union interests, 
than upon unpublished facts and statements 
necessary to give acomplete understanding 
of the situation. -In presenting the story of 
the Topeka rate war and its settlement, as 
we have been brought to understand it by 
the inquiries pursued, it is our aim only to 
clear the atmosphere so far as possible and 
to give the companies and local agents a 
better knowledge of the actual conditions. 
We have no desire to promote the interests 
of any of the participants in this interesting 
and exciting contest. Having presented 
the facts, we shall submit such conclusions 
thereon as we think they justify. 


¥ 


At its September meeting the Western 

Union voted to pay increased commissions 

. on preferred business to 

Opening of strictly union agencies. To 
the Conflict. eer aete.. Aa 

secure this increase it was 

necessary for an agent representing non- 
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union companiesto resignthem. This action 
was not compulsory but optional, although 
some of the union companies, on their own 
responsibility, have sought to make it com- 
pulsory. The agent could, if he chose, 
retain his non-union companies without 
securing the increased compensation. The 
tendency of this action was to throw non- 
union companies out of union agencies, 
,where their strength was relatively small. 
As a result, some of the non-union com- 
panies decided to join the union; but 
others, among them the very strongest of 
the outside companies, announced that if 
they were thrown out of an agency as a 
result of the union’s action, they would 
retaliate by cutting rates. 


Many agents in different parts of the ter- 
ritory resigned their non-union companies. 
In some cases, by local compromise and 
adjustment between the agents, satisfactory 
representation for these companies was 
found in other agencies, but in other cases 
adjustments of this kind could not be ef- 
fected. As a result, rate disturbances oc- 
curred in several localities, but the most 
important was at Topeka, Kansas. The 
Continental was represented in that city 
by W. M. Forbes, who also represented the 
following large companies: Insurance Com- 
pany of North America; London & Liver- 
pool & Globe; Springfield F. & M.; 
Phoenix of Hartford; National of Hartford ; 
Lancashire; Pennsylvania, and Royal. 
This agency was, therefore, pre-eminently 
union. Mr. Forbes states that during 1898 
he was approached by a special agent of 
the Continental, and asked to give up his 
union companies and represent the Con- 
tinental. This offer he declined. On Oc- 
tober 6, 1899, he resigned the Continental 
to secured the increased commissions of- 
fered by his union companies. Mr. Forbes 
states that the Continental sought to induce 
his confidentia! clerk to take the agency, 
and inaugurate a rate war in Topeka, but 
was unsucessful. The company then se- 
cured Mr. H.C. Bowman as its agent. Mr. 
Bowman represented the Firemen’s Fund, 
the American ‘Central, and the American 
company operated by the Liverpool & Lon- 
don & Globe. In two days, however, Mr. 
Bowman resigned the agency because, ac- 
cording to his statement, he ‘‘would not 
be a party to any scheme to ruin a large 
majority of insurance men in Topeka.”’ 
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The Continental claims that Mr. Bowman’s 
resignation was influenced by union special 
agents. 

The affairs of the company in Topeka 
were then placed in the hands of its state 
agent, and a display advertisement inserted 
in local newspapers, offering to write insur- 
ance at cut rates upon preferred risks. 
The cuts offered were enormous. Dwell- 
ing-house rates were cut from $8.00 per 
thousand for three years to $2.00; mercan- 
tile stocks and brick business blocks, from 
$10.00 and $15.00 per thousand to $1.50 and 
$2.50 per thousand for one year. 


The Continental finally secured as its 
representative Mr. Frank S. Thomas, one 
of the largest local agents in the city. Mr. 
Thomas continued the public advertise- 
ments, and began to bind risks at the cut 
rates quoted. The other Topeka agents 
decided not to meet the cut; and, in a pub- 
lic statement addressed to the citizens of 
Topeka, besought them to defend them 
against the attacks of a company actuated 
by motives of revenge. Mr. Thomas re- 
plied through the public press, stating that 
the Forbes agency had been bribed by the 
union companies to throw the Continental 
out of that office. 


¥ 


At this point the good offices of the Kan- 
sas Association of Local Fire Insurance 
a Agents were Solicited. 
ott. 2 Seee.> eee 

vice-president of this 
association, and C.S. Elliott, of Topeka, sec- 
retary. Mr. Robert L. Marshman, of Kansas 
City, is president. It was decided to ask the 
National Association of Local Fire Insur- 
ance Agents to intervene in behalf of To- 
peka agents. According to a statement 
made since the settlement of the rate war, 
by President Marshman and Secretary Elli- 
ott, ‘‘the local agents of Topeka tried every 
avenue possible to settle the trouble, but 
were unable to reach the seat of war until 
the National Association was called into 
action.’’ 

This appeal to the National Association 
was made on October 26th. The matter 
was at once taken up by President Wood- 
worth in Buffalo and by Secretary Holmes 
in Chicago. Upon learning that the Na- 
tional Association had taken the matter in 
hand, Vice-President Evans, of the Conti- 
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nental, went to Chicago and conferred with 
Mr. Holmes, October 30th. 

At this conference Mr. Evans agreed to 
stop the Topeka rate war on the condi- 
tion ‘that the local agents in that city 
give the company a considerably larger 
business at tariff rates than it had or has 
been getting in the past. He also stipu- 
lated that the National Association pub- 
lish a statement on its own authority 
declaring that the Continental was justified 
in bringing on the rate war, and that its 
right to take similar action under similar 
circumstances in other places was not ques- 
tioned. The statement suggested conceded 
the correctness of the Continental’s posi- 
tion practically in every respect. Mr. 
Evans stated at that time that the Conti- 
nental was willing to arrange satisfactory 
transfers where it seemed best, and. that 
this had been done in a number of cases 
where agents had not hastily resigned the 
company. 

Mr. Evans’s proposed statement of the 
terms of settlement was considerably modi- 
fied by Mr. Holmes, and sent to President 
Woodworth at Buffalo for his approval. 
Upon examining the statement, Mr. Wood- 
worth determined that under no circum- 
stances would it be consistent or wise for 
the National Association to express any 
opinion as to the merits of the case, or 
endorse the action of anyone interested in 
it. First Vice-President Markham, of St. 
Louis, who was in Buffalo at this time, 
time agreed with the position taken by 
the President. 


> 


Six days had elapsed since the appeal of 
the Kansas State Association to the National 
Association, but in the 
meantime nothing had 
been heard by Presi- 
dent Woodworth, either directly or indi- 
rectly, from the managers of union com- 
panies expressing their views of the situa- 
tion or desiring to be heard in the matter. 
He concluded, therefore, that it was their 
intention to leave the matter in the hands 
of their local agents at Topeka, who were 
reported to be acting under direct instruc- 
tions of thirty or more special agents 
and managers who were on the ground. 
Mr. Woodworth then asked Secretary 
Holmes to visit Topeka and settle the 
matter upon the best terms possible with 


. Union Companies 


Not Heard From. 


the local agents, while he, as President of 
the National Association, would endeavor 
to induce the officials of the Continental to 
compromise upon such terms as were ac- 
ceptable to Topeka agents. Mr: Wood- 
worth believed that in handling the ques- 
tion in this way no injustice would be done 
to the union companies, because all the 
agents were opposed to the Continental, 
and, as they were presumably acting under 
the instructions of their superiors, would 
not come to any agreement which was not 
satisfactory to all concerned. In accord- 
ance with this arrangement Mr. Holmes 
went to Topeka, and Mr. Woodworth vis- 
ited New York, 


¥ 


Mr. Holmes, on his arrival, found that 
the Continental, through its agent, had 
been openly soliciting 
business at war rates 
for two weeks. One 
other local agency was meeting this cut on 
its own business, but the balance of the 
agents declined to compete and in conse- 
quence were not writing much business. 
He also found that several of the local 
agents had, prior to the rate war, been 
secretly writing business at less than advi- 
sory rates, and that one company had been 
writing Topeka property through an out- 
side agency over the head of its regular 
agent. 

In an interview with Mr. Thomas, Mr. 
Holmes learned the conditions upon which 
the Continental was willing to stop the rate 
war. These conditions were discussed the 
same day with as many local agents as it 
was possible to meet. A meeting of agents 
was then called for the following morning, 
November 8. Fifteen agencies, represent- 
ing premiums of $77,000 out of total re- 
ceipts in the city of $87,000, were repre- 
sented: W. M. Forbes, Walter M. Noble, 
A. A. Rogers, H. C. Bowman, Gossett & 
Blakeley, Groll & McKitrick, I. T. Lock- 
hard, Gillett & Gillett, W. H. Eastman, 
Elliott & Criswell, Nellis Insurance 
Agency, H. E. Wentworth, W. C. Steven- 
son, James Griffin and M. D. Henderson. 
The latter afterwards retired. The meeting 
was held in the office of A. A. Rogers. Mr. 
Forbes was elected chairman and C. S. 
Elliott secretary. A number of special 
agents were present, representing union 
companies, among them the following: 


Secretary Holmes’ 
Visit to Topeka. 
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Insurance Company of North America, 
London & Lancashire, Springfield F. & M., 
National Fire, Pennsylvania, Fire Associa- 
tion, Home of New York, Liverpool & Lon- 
don & Globe, North British & Mercantile 
and Niagara. 


¥ 


Thisstatement in regard to the attendance 
of agents is substantiated by a sworn affida- 
Auten Deo vit made by the secretary 

of the meeting. Every 
By Agents. ’ a 

agent in the city doing a 
regular business was invited to. attend, and 
did attend, with the exception of G. B. 
Payne, representing the Phoenix of Hart- 
ford and the Insurance Company of North 
America, who, by an oversight, was not 
invited. The agent of the Continental was, 
of course, not present, but as he afterwards 
accepted the resolutions offered, they were 
adopted agents representing about 
ninety-five per cent. of the annual prem- 
ium receipts of Topeka. Mr. Holmes pre- 
pared and presented to the meeting the 
following preamble and resolutions. 

‘* Whereas, several of the local agents at 
Topeka have failed to uniformly support 
right principles and have permitted them- 
selves to indulge in bad practices in fire 


by 


underwriting; and 

‘Whereas, one of our members of the 
Kansas Association of Local Fire Insurance 
Agents has absolved himself from all busi- 
ness intercourse with his fellow agents; and 

‘“Whereas, it seems desirable that our 
household should not be divided against 
itself; therefore, be it resolved 

‘*First— That the local fire insurance 
agents of the city of Topeka agree to accept 
such business from each other as is not 
specifically declined by the companies we 
represent and on such business so accepted 
we agree to pay the usual brokerage. 

** Second —That we will not discriminate 
against each other’s companies or agency. 

‘‘ Third — That we will agree to support, 
and pledge our sacred personal honor to 
the support of, right principles; and, fur- 
ther, to use our individual influence to cor- 
rect bad practices that bring reproach upon 
our profession as local fire insurance agents 
to the end that harmony and good feeling 
shall obtain among us.”’ 

Objections were made to the preample, 
and it was withdrawn. The resolutions 
were voted upon, one at a time, and 
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adopted. A committee of five was ap- 
pointed to call upon Mr. Thomas to ask 
him to agree to the resolutions, and stop 
the rate war. This Mr. Thomas did; and 
Mr. Holmes at once wired President Wood- 
worth at New York, stating that the con- 
troversy had been settled on terms satis- 
factory to the Topeka agents. 


¥ 


The matter was then taken up between 
Mr. Woodworth and Vice-President Evans 
Pact Weed- of the Continental, who 

’ had also received ad- 
worth’s Part. ‘ 
vices from Topeka. In 
discussing the matter, there was a clear 
understanding between Mr. Woodworth 
and Mr. Evans that the National Associa- 
tion would not, under any circumstances, 
pass upon the merits of the case or endorse 
the Continental’s action. This involved, 
of course, a refusal to issue the public 
statement requested of Mr. Holmes by Mr. 
Evans while in Chicago. Mr. Woodworth 
was, however, willing to permit the Con- 
tinental, upon its own responsibility, to de- 
fine its position in regard to the matter. 
In accordance with this arrangement, a 
public statement was prepared for the 
press, stating that, as a result of a ‘‘con- 
ference between Vice-President Evans and 
President Woodworth, and between Secre- 
tary Holmes and the Topeka agents, a sat- 
isfactory adjustment of the differences has 
been effected, and rates re-established in 
Topeka.’’ In view of all the circumstances, 
Mr. Woodworth deemed it just that the fol- 
lowing statement should also be made: “‘ The 
action of the Continental in acceeding to 
the appeal of local agents in this matter is 
in line with its past record, and is deeply 
appreciated by the national officers who 
were in conference with its managers.”’ 
The statement issued by the Continental 
in connection therewith was as follows: 

‘*First. That, having been thrown out 
of its agent’s office, it was warranted in 
bringing on the rate war, and its right to 
take similar action under similar circum- 
stances at other places if not questioned ; 
on the contrary, agents are warned that 
such will be the case. 

‘‘Second. The Continental is anxious to 
avoid rate wars because of the loss to local 
agents, who can ill afford the cut in in- 
come. . 

“Third. The Continental is willing to 
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meet the competition of other high grade 
companies in the matter of commission, at 
the same time holding that excess commis- 
sions will result in an increased number of 
agents, and so, finally, in rebates, rate cut- 
ting and decreased compensation for the 
agents now in the business. 

‘Fourth. The Continental will not go 
into what is known to be a non-board or 
non-union agency. It is willing totrust its 
old agents, letting them represent whatever 
companies they desire, but it is not willing 
to transfer to new men running non-board 
Or non-union agencies. Rather than do 


this the Continental prefers to ‘flock by © 


itself.’ ’’ 
* 


The publication of this announcement 
caused a storm of criticism among union 
The Settlement ™2™98°"S in Chicago. It 
Critical was assumed that the 

Topeka rate war had been 
settled upon terms dictated by the Conti- 
nental Insurance Company. Asa result of 
this interpretation of the settlement, the 
National Association, and President Wood- 
worth and Secretary Holmes in particular, 
were indignantly denounced. It was freely 
charged that Secretary Holmes, who has 
two brothers employed by the Continenial 
Insurance Company, was unduly influenced 
in that company’s favor and that President 
Woodworth had been completely hood- 
winked by the New York officials of the 
company. A number of telegrams from 
union members in Chicago were sent to 
President Woodworth asking if the settle- 
ment was to be considered as a license for 
any company thrown out of an agency to 
cut rates. In reply thereto Mr. Wood- 
worth said: ‘The National Association of 
Local Fire Insurance Agents has not ex- 
pressed any opinion as to the cause or re- 
sponsibility for the Topeka rate war and 
has not endorsed the action of anyone in- 
terested in it.”’ 

While this allayed the hostile feeling 
somewhat, it is apparent that the union 
managers, or some of them at least, were 
very much displeased with the terms of the 
settlement. From the best evidence now 
at hand it appears that a statement, called 
an “‘open letter,’’ to Vice-President Evans 
of the Continental, and bitterly attacking 
the company for its position on the com- 
mission question in general and its attitude 


in Topeka in particular, was prepared 
in Chicago and taken to Topeka for the 
purpose of procuring the signatures of 
local representatives of union companies. 
Out of the fifteen agents attending the 
meeting at which the resolutions effecting 
a settlement were adopted, five were in- 
duced to sign this statement; they were, 
W. M. Forbes, who acted as chairman of 
the meeting, A. A. Rogers, in whose office 
the meeting was held, H. C. Bowman, Gos- 
sett & Blakeley, and W. H. Eastman. 
There were three other signers—G. B. 
Payne, who, as previously stated, was not 
invited to the meeting through an over- 
sight, T. D. Humphreys and J. M. Brier. 
According to the sworn statement of the 
secretary of the Kansas State Association, 
these last two are not engaged wholly in the 
insurance business. 


> 


The document which these gentlemen 
signed is a carefully prepared statement re- 
The Attack on the gesting the Continent- 
Continental. ae pees SE He 

commission question. 
It attempts to show that, through its profit- 
sharing system of compensation, the com- 
pany has, by establishing itself in union 
agencies, profited at the expense of other 
companies in the agency. To show the re- 
sults likely to accrue, the history of the 
famous Dimmick case is quite extensively 
reviewed. It is shown also that, since its 
resignation from the union in 1893, it has 
made very large gains in premium income, 
while some of the largest and best union 
companies have met with serious losses. 

It is charged that, in making a commis- 
sion contract with its agents, the Conti- 
nental exacts as a condition that the agent 
shall not accept the agency of or represent 
any other insurance company in any capa- 
city while acting as the agent of the Conti- 
nental, unless permission to do so is granted 
in writing by an officer of the company. 
It is shown also, by a facsimile of the com- 
pany’s agency contract published, that its 
rates of commission are not fixed, but are 
flexible, and are graded according to the 
needs and requirements of each agency ; 
that there is not only an element of con- 
tingent profit in the compensation, but that 
a bonus is offered which varies according to 
the amount of premiums written. 

The statement then goes on to say that 





56 Monthly Journal of Insurance Economics. 


after standing for seven years the enormous 
reduction of premium shown by the figures 
the union companies were finally driven 
into offering their agents better terms for 
their exclusive services than had been 
offered by the Continental. In doing so it 
is claimed that the union companies merely 
followed the example of the Continental, 
but that instead of having different terms 
for different agents, the same terms were 
offered to all. It is charged that this move 
on the part of the union so seriously af- 
fected the interests of the Continental that 
it sought to slaughter the business of local 
agents in retaliation therefor. It is 
pointed out that this is an attack solely 
upon the interests of local agents, many of 
whom have no direct interest whatever in 
the controversy. 


¥ 


The part taken by the National Associa- 
tion in the settlement of the rate war is 


The Naticasl bitterly criticized, 


ee woes while the motives 
Association Criticized. 
of Secretary 


Holmes and the intelligence of President 
Woodworth are assailed. Itis claimed that 
Mr. Holmes’ relations with the Continental 
disqualified him from serving as an inter- 
mediator. It is asserted that the circum- 
stances do not show that the agents of 
Topeka made any request for the interfer- 
ence of either the state or national associa- 
tion’s. It was complained that the ‘‘ two 
associations, with which many of usare not 
connected, assumed to negotiate with the 
Continental Insurance Company and to an- 
nounce, without the knowledge or consent 
of a large number of the local agents of this 
city, the settlement of a matter in which 
they are vitally interested. The joint pro- 
nunciamento of the national association 
and the Continental Insurance Company, 
while not signed by the Continental, is in 
a large part admittedly in the exact lan- 
guage dictated by the Continental officials.” 
Finally, it is charged that ‘‘ There is no 
evidence that any of the other seventy or 
more companies, union and non-union, in- 
terested in the Topeka situation, were con- 
sulted in any way.”’ 


¥ 


Concerning the claim made in regard to 
the failure of the National Association to 


Casa C : negotiate with union 

nion Companies : 

Steal companies as well as 
the Continental, a gen- 

tleman thoroughly familiar with the situa- 

tion niakes the following statement for this 

magazine: 

‘‘ During all the negotiations there was 
no secrecy. The union managers knew 
what was going on, and their appearance 
in the case would have been welcomed, and 
up to the day of the final settlement it was 
hoped that they or some other parties in 
interest would settle the matter without 
the intervention of the national association. 
As nothing was heard from the union com- 
panies, it was presumed that they would 
present their case in Topeka through their 
local agents. From October 27, when the 
appeal came to the national association 
from the Kansas association, to November 
8, when the matter was finally closed, there 
was ample opportunity for the union com- 
panies to present their views and wishes. 
Every reason for delaying the settlement 
was welcomed and made the most of for the 
purpose of getting a clear understanding of 
the question and giving every one inter- 
ested an opportunity to act or be heard. 
As the union companies remained in the 
back ground, it is reasonable to suppose 
that their interests were properly repre- 
sented by their agents in Topeka, and under 
the circumstances the national association, 
in using its influence to settle the matter, 
was obliged to act solely in accordance with 
the expressed wishes of Topeka agents. A 
surprising feature of the criticisms which 
have been made is that none of the union 
companies have suggested a basis upon 
which the settlement should have been 
made. Until some responsible party, over 
his own signature, says what ought to be 
done that could have been done and was 
not done at Topeka by the National Associa- 
tion, that association has nothing to defend 
or apologize for.’’ 


- 


The circumstances attending the settle- 
ment of the Topeka rate war, as we have 


Conclusions Justified ee ta, Sale 


cate that the Na- 
by the Results. tional Association of 


Local Fire Insurance Agents performed 
the task set for it by the Kansas State 
Association, and performed it well. The 
Kansas Association requested the National 
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Association to stop the Topeka rate war. 
It did not ask it to determine whether the 
Western Union was justified in adopting 
graded commissions and separation, or 
whether the Continental acted within its 
rights in inaugurating the rate war. In 


the membership of the' association were’ 


represented the agents of both union and 
non-union companies, and it was not in- 
cumbent upon the National Association, in 
this particular instance at least, to express 
any opinion or to bring any pressure to 
bear which would tend to promote or to 
defeat the aims of either union or non- 
union companies. At Pekin, Ill., where 
rates were recently cut to the bone by union 
companies, the Topeka agents had a very 
vivid example of what might happen in 
Topeka if the Continental was allowed to 
carry out its purposes. Between the con- 
tending factions among the companies it 
was hardly possible that the agents could 
look for sympathy or assistance; but to 
their own association, organized for their 
protection and to promote their interests, 
they very naturally turned for relief. 


The task before President Woodworth, 
therefore, was to settle the rate war on the 
best terms possible in the interests of the 
local agents. As stated in the foregoing 
account, on hearing that the assistance of 
the National Association had been secured 
as a mediator, the Continental immediately 
recognized that it was confronted by a 
power which could not be ignored. It 
therefore engaged without delay in a confer- 
ence with the officials of this association, 
for the purpose of securing for itself the 
best terms possible. Mr. Evans’ conference 
with Mr. Holmes, at Chicago, instead of 
with Mr. Woodworth at Buffalo, may have 
been dictated by the feeling that Mr. 
Holmes would be more leniently inclined 
towards the company. Mr. Holmes, how- 
ever, very wisely referred the entire matter 
to President Woodworth, who immediately 
put acheck upon the Continental’s desire 
to advance its own interests at the expense 
of the National Association. 

The managers of union companies, how- 
ever, did not seek to confer with the Na- 
tional Association, and to that extent cer- 
tainly expressed their confidence in its 
ability to settle the question upon the best 
terms possible. It is certain that neither 
before nor since the settlement was an- 


nounced has any suggestion come from the 
Western Union that it desired the Topeka 
rate war to be settled upon any different 
terms. y 

The facts which are now known do not 
justify the charge made in the signed state- 
ment, issued by some of the Topeka agents, 
that the Continental dictated the terms of 
the settlement. The original terms named 
by the Continental were modified in a very 
marked degree, and it is evident that the 
National Association was able to dictate 
terms to the Continental, which that com- 
pany very wisely accepted. 


> 


In stopping the rate war at Topeka, the 
National Association performed all that 


National Association ge tal tg 
of it, and for so 


Should Be Commended. doing is entitled 


to the commendation of local agents in all 
parts of the country. The conditions in re- 
gard to the exchange of business with the 
Continental’s agent is a compromise which 
cannot in the least degree detract from the 
merits of the settlement. We have never 
yet heard of a controversy which was suc- 
cessfully and permanently settled except 
by compromise on both sides. Any at- 
tempt on the part of the National Associa- 
tion to dictate arbitrary and unreasonable 
terms to the Continental would have driven 
that company into greater excesses, and re- 
sulted in demoralization which would have 
deeply affected the interests of agents 
in all parts of the territory covered by the 
Western Union; possibly even in other 
sections. 

The Continental says in its public state- 
ment that it was warranted in bringing on 
the Topeka rate war, and that it has a right 
to take similar action under similar circum- 
stances at other places. This is a purely 
theoretical declaration. It certainly has 
this right, and it might exercise it if it 
chose. In so stating, the company merely 
says what every reasonable man recognizes. 
We are very confident, however, that, in 
view of the part taken by the National Asso- 
ciation in the Topeka fight, the Continental 
would not exercise this right to take “‘sim- 
ilar action under similar circumstances at 
other places.”’ The Continental has too 
much respect for its own self interest, and is 
too much dependent upon the good-will of 
the local agents in all parts of the country, 
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to make any further assaults upon the inter- 
ests of those agents for the purpose of re- 
venging itself upon union companies. 


¥ 
As we have intimated, the Continental 
has a right to take any action it may choose 
to defend itself against the 
Rights of the — 
graded commission and sep- 
Companies. aration rule adopted by the 
Western Union; but it must also be recog- 
nized that the Western Union has an equal 
right to take any measures to defend itself 
against the competition of non-union com- 
panies. The rights on both sides are clear 
and distinct, but how far it is wise to exer- 
cise these rights is an entirely different 
question. It is something which both the 
union and non-union companies must care- 
fully consider. The exercise of ‘‘rights”’ 
does not always meet with the approval of 
the best public opinion, nor is it necessa- 
rily in accord with the highest code of 
ethics. 

Since the power of a local agent as an 
individual has been supplemented and 
greatly increased by the combined power 
of the National Association, the agent has 
become a much more important factor in 
the situation than at any time in the past. 
Up to the date of the settlement of the 
Topeka rate war the prestige of the Na- 
tional Association was in some degree an 
unknown quantity. Its strength as a factor 
in the situation was undetermined. Since 
then it has taken on a new significance and 
a,new power. In stopping the Topeka rate 
war the National Association has uttered a 
warning to all companies, which, in their 
desire for more business or for revenge 
upon competitors, have in the past ignored 
the interests of the local agents. Such 
companies are not confined to any one 
group or class. They are found within the 
union as well as out of it. 

- 

The attack upon the Continental, pre- 
pared in Chicago and signed by Topeka 
a Disnien local agents, is the most un- 
Attack. wise move yet taken in the 

contest over graded commis- 
sions and separation, and is so character- 
ized by everyone who has publicly made a 
statement upon the matter. It is true that 
a great many interesting facts are brought 
out in this so-called ‘‘ open letter,’’ and 
that it contains many telling points against 
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the Continental; but its tenor is so bitter 
and acrimonious as to entirely defeat its 
purpose. It shows an entire misconcep- 
tion of the results obtained for the local 
agents by the National Association, and is 
calculated to increase rather than decrease 
the feeling of hostility between union and 
non-union interests. 

It is true that the circumstances concern- 
ing the famous Dimmick case most perti- 
nently illustrate the temptation to agents 
under the profit-sharing commission where 
flat commission companies are also repre- 
sented,—but the introduction ofthis case for 
the purpose of pillorizing the Continental 
is, we think, unwarranted. Notwithstand- 
ing the fact that the court of last resort has 
declared that Agent Dimmick defrauded 
the flat commission companies in the inter- 
ests of the Continental, and that the facts 
in regard to the matter seem to be thus 
established,— yet it is perfectly possible to 
believe that in contesting this case the 
officials of the Continental were actuated by 
a conscientious belief that its agent had 
not performed the acts attributed to him. 

In attacking the Continental’s system of 
doing business (by purchasing preferred 
business through the payment of excess 
commissions in union agencies) the signers 
of thisdocument are attacking the business 
methods of fifty per cent. of the companies 
doing business in the West. The opinion 
of this magazine is that this system of do- 
ing business, when considered in the light 
of economics, will not stand the test; nor 
will the graded commissions adopted by 
the Western Union; but if the union com- 
panies, in establishing rate agreements 
with the non-union companies, are willing 
to maintain conditions which make it 
profitable for the non-union companies to 
operate upon this plan, the right of the non- 
union companies to so operate cannot be 
questioned. The union companies are not 
compelled to agree upon commissions, but 
they have a rightto do so if they choose, 
just as they havea right to enforce graded 
commissions and separation. 


The attack made upon the National As- 
sociation of Local Fire Insurance Agents is 
It Will also most unwise and will react 
ar upon the agents making it. 

This organization is the one on 
which local agents in all parts of the coun- 
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try must depend for protectiou. A division 
of sentiment at this time, or any move on 
the part of agents which tends to neutralize 
its influence or create distrust in its powers, 
will prove detrimental to every local agent. 
In connection with this attack upon the 
National Association, and the apparent re- 
sentment which it expresses towards Presi- 
dent Woodworth and Secretary Holmes, it 
is a singular fact that in closing this docu- 
ment the following statement is made: 
‘*The one great result of the Topeka rate 
war in our opinion will be that the hitherto 
defenceless local agents of the country can 
go to bed at night and sleep soundly with- 
out the dread that the Continental may 
break out of the reservation with tomahawk 
and scalping knife and wreak bloody ven- 
geance on him and his. For the first time 
in twenty years local agents are emanci- 
pated from the standing dread of the Con- 
tinental Insurance Company of New York.’’ 
If this be true—and local agents in all 
sections of the country will hope that it is 
—such a condition must be largely due to 
the intervention of the National Associa- 
tion. Topeka agents, therefore, should not 
complain too bitterly of the results. 


¥ 


The attack on the graded commission 
separation rule through the medium of rate 
wars having been ren- 
dered somewhat unfeasi- 
ble by the intervention of 
the National Association, the chief source 
of defense adopted by the non-union com- 
panies has been state interference. The 
representatives of the non-union companies 
have been actively at work in states having 
anti-trust laws, for the purpose of inducing 
the state authorities to proceed against the 
companies thereunder. October 7 the in- 
surance department. of Ohio addressed a 
communication to the president of the 
Western Union warning that organization, 
‘fas a friend to legitimate insurance and 
fair dealing,’’ against enforcing the graded 
commission rule in Ohio. Commissioner 
Matthews has since stated that he is satis- 
fied that the Western Union is not violating 
Ohio state laws. It is not to be inferred 
from this, however, that the application of 
the rule to Ohio has been withdrawn. 

Upon complaint of a representative of a 
non-union company, the insurance depart- 
ment of Minnesota, November 18, notified 


Enlisting State 
Interference. 


the Western Union that it must exclude 
Minnesota in enforcing its new rule. In 
taking this position the commissioner was 
supported by the attorney-general who 
ruled that the action was in violation of 
the anti-trust law, inasmuch as its object 
was to suppress competition by concerted 
action. He took the ground that the en- 
forcement of the rule tended to force non- 
union companies out of business unless 
they joined the union, an act which was 
prohibited by the terms of the law. 

A special committee of the Western Union 
appeared before the insurance department 
and urged that the anti-trust law did not 
apply to contracts of insurance, which, ac- 
cording to the decision of the United States 
Supreme Court, was not a matter of trade 
or commerce. They also urged that the 
new rules adopted by the Western Union 
tended to increase competition rather than 
to restrain it. Representatives of non-union 
companies were also given an opportunity 
to present arguments. Asa result, Minne- 
sota has decided to stand by its original 
ruling, holding that insurance isan ‘‘utility” 
and that the graded commission rule was 
adopted for the purpose of forcing outside 
companies to become members of the union. 
Complaints have been made by non-union 
companies to state authorities in Kansas, 
Missouri, Michigan and Illinois, where it is 
confidently expected the example of Min- 
nesota will be speedily followed. 


> 


In appealing to the state for protection 
against the Western Union, the non-union 
. companies are clearly actin 
The Rights rs their rights. Whether 
in the Case. ; ; 
they are acting for their own 
best interest, is another question. The con- 
test in the West between union and non- 
union companies is in the nature of a com- 
mercial war, both contestants bringing 
every resource to bear for the purpose of 
defeating their opponents. In a war of this 
kind between opposing interests, it is quite 
natural that the larger interests of the 
business as a whole should drop out cf 
sight. In appealing to the state to defend 
them against a powerful adversary, the 
non-union companies have undoubtedly 
tended to increase the troubles and per- 
plexities which will confront the business 
in the future. Nevertheless, the contention 
advanced by the non-union companies that 
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the graded commission-separation rule was 
designed to restrict competition, cannot, 
we think, be denied; but in admitting this 
contention it must also be recognized that 
the union had a perfect right to attempt to 
decrease the competition of non-union 
companies in that particular way, if it 
chose todo so. The restriction of competi- 
tion is not necessarily reprehensible, a fact 
which the non-union companies admit, 
wherever they associate with other com- 
panies in the maintenance of uniform rates. 

Concerning the application of the Min- 
nesota anti-trust law to insurance, it is true 
that the Supreme Court of the United States 
has, apparently, decided in the past that 
insurance was not trade or commerce; but 
there is a growing body of public opinion 
which holds that, while insurance is not 
an article of commerce, it is a necessary 
adjunct of commerce, and should be so 
declared. Probably under other circum- 
stances members of the Western Union 
would be perfectly willing to admit that 
insurance could be classed as an “‘ utility.’ 
It is not impossible that the Western Union 
will decide to combat the ruling of the 
Minnesota department. We shall then 
have an authoritative decision upon the 
legal aspects of the matter. 

5 

It has been intimated that the interests 
of the local agents in Western territory 
would be advanced by in- 
voking the aid of the State 
departments in defeating 
the graded-commission-separation rule. 
The action of the Western Union in paying 
graded commissions without separation in 
States where anti-compact laws existed has 
undoubtedly led some agents to believe 
that if the anti-trust laws could be invoked 
a like result would obtain in all States 
under union jurisdiction. It is possible 
that this might be the result, but we think 
it important for agents to realize that in 
invoking State law for the purpose of pre- 
venting an agreement between the com- 
panies upon the question of compensation, 
they are inviting a similar interference with 
their own State associations, which have 
undertaken, through concerted action, to 
enforce upon the companies certain general 
policies of representation. It is an inter- 
esting fact that within the past year or two 
the sentiment of the labor unions upon 


Position of the 
Local Agents. 


the question of trusts has been revolution- 
ized. This is due largely tothe fact that 
these unions recognize that State interfer- 
ence with commercial agreements and com- 
binations will, if logically carried out, pre- 
vent any agreement or joint action upon 
the question of wages. In the same way it 
is perfectly clear that local agents in fire 
insurance cannot invoke the aid of the 
State against the companies without seri- 
ously endangering their own interests. It 
is well for the agents to pause before they 
attempt to enlist State aid. Our observa- 
tion has been that all attempts on the part 
of insurance iuterests, whether of com- 
panies or of agents, to use the power of the 
State to promote special interests, has 
reacted disastrously, and in the long run 
proved much more harmful than beneficial. 

It is claimed that the attitude taken by 
the states, especially Illinois, will defeat 
absolutely the graded commission separa- 
tion rule. Whether this will be the result 
or not we are not prepared to predict. 
Aside from the threat of state interference, 
the movement on the part of the Western 
Union has been strengthened by the en- 
dorsement of separation on the part of the 
Kentucky & Tennessee board of fire under- 
writers. The reports indicate that agency 
changes continue and that since the inter- 
ference of the National Association the fear 
of extended rate wars has somewhat sub- 
sided. Contrary to expectations in many 
quarters, the New Hampshire Fire Insur- 
ance Company has decided to join the non- 
union ranks. It is a rich and successful 
corporation, which in the past has been 
mainly a non-union company. Its decision 
in the present instance tends to strengthen 
the fight in favor of the non-union com- 
panies. 


- 


Notwithstanding the disaffection at To- 
peka, Kansas, where a few local agents are 
The Agency dissatisfied with the results 
M obtained by the National As- 

ovement. Rae 

sociation, the agency move- 
ment continues to progress and to gain new 
allies. The multiple agency question is 
forging to the front the action taken by 
the National Association being generally 
endorsed. The South Carolina State Asso- 
ciation has gone so far as to recominend 
that local boards and local agents in that 
state decline to represent any company 
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which does not comply with the request of 
the National Association by January rst. 
This suggestion has already been adopted 
by the Charleston local board. In addition 
to the settlement of rate troubles at Topeka, 
the Minnesota and Illinois state associa- 
tions have been able to exert an influence 
in checking local rate wars. An interesting 
event of the past month was the annual 
meeting of the Missouri State Association 
held at St. Louis November 16th. Mr. 
George D. Markham, first vice-president of 
the National Association, and one of the 
most prominent leaders in the agency 
movement, was elected president. The 
Missouri Association is perfecting arrange- 
ments for protecting its interests in that 
state against adverse legislation. Earnest 
efforts will be made to secure a modification 
ot the present stringent anti-insurance 
laws. The commission troubles in Louis- 
iana between the local agents and the 
Southeastern Tariff Association, which, for 
a time, threatened serious trouble, have 
been adjusted, the agents deciding to sign 
the fifteen per cent commission pledge, 
inasmuch as they were insured greater 
protection than formerly by the new rule 
requiring companies to sign these pledges 
as well as agents. The refusal of the Home 
to sign, because of the separation feature, 
will not, it is expected, result in any 
trouble, since the company is prepared to 
give the Southeastern Tariff Association 
any assurance it desires. regarding its loy- 
alty to the fifteen per cent commission rule. 


, 


The system of purchasing rates from a 
private bureau has been abandoned in 
Texas by the com- 
panies on account 
of the new anti-trust 
law, which becomes effective January I. 
The Texas Agency Association has for some 
time past been actively engaged in a 
campaign in favor of graded commissions. 
It was contended that this plan of compen- 
sation would minimize the difficulties likely 


Contingent Commis- 
sions in Texas. 


to arisé when the new law went into effect. ° 


A special committee of the local agents 
association, appointed for the purpose, 
conducted a long and interesting corre- 
spondence with companies and local 
agents. Asa result of this agitation, some 
very strong endorsements of the movement 
were secured. Recognizing the sentiment 


in favor of the proposition in its theoretical 
aspect, President William L. Stiles of the 
Texas Local Agency Association, visited 
the North during the latter part of Novem- 
ber and secured the views of company man- 
agers in regard to the practicabiltty of 
adopting graded commissions. He visited 
Hartford and New York and interviewed 
the head officials of the following com- 
panies: Aetna, Hartford, National, Phoe- 
nix, Continental, German-American, Ger- 
mania, Home, Liverpool & London & 
Globe, New York Underwriters, Queen, 
United States, Commercial Union, Ham- 
burg-Bremen, London Assurance, North 
British & Mercantile and Northern, — 
among them companies which have ex- 
pressed themselves strongly in favor of 
contingent commissions. Upon his return 
Mr. Stiles addressed the members of the 
special committee, stating that the opinion 
of these companies was ‘‘That owing to 
the disturbed condition brought about 
principally by the action of the Western 
Union in adopting graded commissions, 
this is a most unpropitious time to make 
any change in the present basis of compen- 
sating agents.’’ He states that these com- 
panies believe that the interests of all con- 
cerned would be advanced by a delay in 
attempting to enforce profit-sharing com- 
missions. In view thereof he favors a 
‘*Masterly retreat that will advance even- 
tual victory.”’ 


* 


During the past month the New York 
Insurance Exchange has discussed an ad- 
vanced proposition re- 
garding the distribu- 
tion of business among 
its members. When the Exchange was 
organized, a rule was incorporated pro- 
viding that reinsurance should be confined 
to companies which were members of the 
Exchange. Under this rule a number of 
large American and foreign companies gave 
up their reinsurance arrangements with out- 
side companies. In November an amend- 
ment to this rule was introduced, proposing 
that no reinsurance should be placed until 
members had been offered an opportunity 
to write lines direct. The plan for accom- 
plishing this was somewhat complicated, 
and the proposed amendment was defeated. 
A resolution was then introduced depre- 
cating the practice of writing large lines 


Advanced Proposi- 
tion Discussed. 
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for the purpose of reinsurance. This also 
was defeated, mainly through the influ- 
ence of smaller companies, which obtain a 
very large portion of their business by 
reinsurance. The effect of compelling 
property-owners to take their insurance 
direct would undoubtedly have a tendency 
to concentrate insurance in the hands of 
larger companies. The company intro- 
ducing the proposition announced at the 
time that unless the practice of writing 
large lines for purposes of exchanging rein- 
surance with favored companies was given 
up, it would withdraw. What action it 
may take in view of the defeat of the reso- 
lution is not known. 


¥ 


Among other interesting events of the 
past month has been the decision of the 
O New York Insurance Department 

ther ; ‘ean’ ei 
ee to admit the F russian fire insur- 

ance companies, notwithstanding 
the opposition of the Mutual Life and the 
Continental Fire. Although Superintend- 
ent Payn went through the formality of 
giving the opposition a hearing, there are 
many reasons for believing that the deci- 
sion to admit the Prussian companies was 
reached at the time the New York Life was 
readmitted to Prussia. The application of 
the Mutual Life for readmission to Prussia 
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NOTE. 
ing any of the questions discussed. 
only through a difference of opinion. 


Union and Non-Union Companies. 


NEW YorkK, November 22, 1899. 


I have examined the figures appearing in 
your JOURNAL OF INSURANCE ECONOMICS 
of this month under the heading of ‘A 
Decade of Results to Union and Non-Union 
Companies,’’ and, after doing so, it has oc- 
curred to me that in dealing with the ques- 
tion of surplus you have overlooked one 
important factor, viz., the amounts remit- 
ted to or drawn from the home offices of the 
foreign companies during the period over 
which your table extends. The ten years, 
1889 to 1899, were on the whole profitable 
to the insurance companies, and I appre- 
hend that an examination of the published 


Insurance Economics. 


is still pending, and concessions will un- 
doubtedly be granted as soon as the com- 
pany conforms to the requirements. The 
readmission of the Prussian fire insurance 
companies to New York State appears to 
close an incident which was in many re- 
spects unfortunate. It has been very diffi- 
cult for fair-minded men to approve the 
retaliatory act under which these com- 
panies were excluded from New York 
State. Undoubtedly the provocation to 
American life insurance companies was 
very great. In re-entering Prussia the New 
York Life has complied with many strin- 
gent requirements. Nevertheless, its read- 
mission furnishes evidence of a very marked 
improvement in the feelings of the Prussian 
government towards the life insurance com- 
panies of America. In its broader sense, 
also, the outcome of the controversy shows 
a great advance in the diplomatic relations 
between Germany and the United States. 

Another important event was the appoint- 
ment of Mr. E. G. Richards, of Hartford, 
as United States manager of the North 
British and Mercantile, to succeed Mr. 
Henry E. Bowers. The selection of such a 
talented American underwriter to represent 
the interests of this great English corpora- 
tion in the United States is a result which 
cannot fail to redound to the best interests 
of the business as a whole. 


THE EDITOR. 


Readers of “Insurance Economics” are invited to take issue with this magazine concern- 
What it seeks is light. 


It recognizes that knowledge comes 


statements would show that there was a 
large balance remitted to the home offices 
of the foreign companies during that time. 
It would not be correct to treat this entire 
difference as profit, for the reason that a 
large portion of it consisted of interest 
which was used to pay dividends on the 
other side, while with the American com- 
panies the dividends are, of course, paid in 
this country. I do not see how it is possi- 
ble for you to make a correct return upon 
the lines indicated, in so far as increase or 
decrease of surplus is concerned, owing to 
the different treatment of their profit or 
losses, interest and dividends, by the for- 
eign companies. 
E. F. BEDDALL. 





Letters to 


An official of a non-union company also 
writes: 

‘I have read the article and the ap- 
pended table with much interest and ed- 
ification. Assuming that you prefer dis- 
criminating approbation, with some risk of 
appearing presumptuous I would suggest 
that, 

“First — The statement of the position 
of the non-union companies lacks some- 
thing of adequacy in that it omits mention 
of their contention that dwelling rates 
should be loaded for a heavy expense be- 
cause of the small average size of the pre- 
miums and infrequency of renewals. An 
agent who canvasses for small dwelling 
and furniture business is not as well paid 
at twenty-five per cent commission as the 
agent who gets fifteen per cent for special 
hazards and mercantile risks. 


‘For instance, we have agents in manu- 
facturing towns near Boston who canvass 
especially for the furniture insurance of 
artisans. The policies average, say $500 
each, and the premium is $3.75 for five 
years. These workmen do not think of 
insurance unless continually solicited. 
They pay in instalments. There is con- 
siderable loss by poor collections, and at 
the end of five years many of them have 
disappeared, so that the renewal interest is 
uncertain. 


‘‘An agent must average four risks a day 
to get $2.00 gross for himself at 15 per cent 
commission. There must be no cancella- 
tions. He must see the owner at the shop, 
and inspect the risk besides, or confine his 
canvassing to the evenings. He must make 
two or three trips to collect his money; 
then wait five years for the renewal. 

“Is it not absurd to put such a business 
on a par with White’s, or Jordan & Marsh’s, 
or Squires’, or any one of a hundred target 
specials we both have in mind? These 
latter need no canvassing or inspecting by 
the agent. The policies are large, rates 
high, premiums big and annual, and spot 
cash. 

‘*T have stated an extreme case, perhaps, 
but the comparison holds, with due allow- 
ance, between ordinary mercantile and 
ordinary dwelling business. I can see no 
injustice to the public in loading a retail 
business with a heavier expense ratio than 
a wholesale business. Five-cent goods can- 
not be sold on the same ratios as pianos. 


the Editor. 
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Ten per cent profit on a suspension bridge 
is better than fifty per cent profit on a 
Pittsburg stogie. 

‘*T would not insist upon the permanence 
My 
only contention is that if other classes are 


of the 25 per cent idea for dwellings. 


worth 15 per cent, dwellings are worth 
more than 15 per cent. Quite likely spe- 
cials ought to come to us at 5 per cent, and 
dwellings at 15 per cent. However that 
may be, a graded commission is reasonable, 
and entirely just to the public.” 


‘* Second — The tables may be somewhat 
misleading in that they do not take account 
of remittances to or from the home offices 
of the twenty foreign companies in the 
union. A showing of earned premium 
receipts and losses and expenses seems 
necessary. 


[In regard to the amounts sent to home 
offices of foreign companies, in excess of 
receipts from that source, it can be stated 
that this sum if shown would increase the 
surplus exhibit in favor of the union com- 
panies — even taking into account the divi- 
dends paid by non-union Americam com- 
panies; but not enough to change the 
general result or the conclusions based 
thereon. The comparisons of surplus pre- 
sented were intended as a general index, 
and not asa strictly accurate presentation 
of profits from underwriting, which it 
would be impossible to show by such a 
comparison. A more limited comparison 
of the actual underwriting profits of union 
and non-union was made by this magazine 
before the publication of the table criticized, 
resulting in a verification of the conclu- 
sions reached in the November number.— 
Ep.] 

5 


Reduced Rates in New England. 


There has been some discussion about the 
decrease in rates in New England during 
the past few years and the subjoined table 
confirms the general opinion that a sub- 
stantial decrease has taken place. 


CONNECTICUT. 
Average 
Rate of 
Prem. 
-0095 
-OOgI 
.0089 
.0086 


Premiums 
Received. 
2,314,763 
2,426, 387 
2,443,855 
2,432,546 


Amount 
Written. 


242,682,930 
265,956, 569 
274,180,716 
280,455,909 
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Average 
Rate of 
Prem. 


Premiums 
Received, 


Amount 
Written, 


MAINE. 
98,758,548 
106,617,256 
109,006,873 1,554,500 
115,196,333 1,588,062 
MASSACHUSETTS. 
747,464,702 7,981,114 
790, 349, 201 8,241,721 
874,571,205 8,825,281 
869, 245,243 8,349,737 
NEW HAMPSHIRE. 
41,856,781 939,479 
77,568,457 1,030, 185 
72,492,177 974,246 
81,202,253 1,043,401 
RHODE ISLAND. 
97,554,506 968,178 
107,052,001 1,041,918 
118,082,463 1,073,043 
121,720,715 1,045,708 


1,516,165 
1,531,259 


-O154 
.O144 
“0143 
.0138 


.O107 
.O104 
-OI1OI 


.00gI 
.0086 


VERMONT. 
35,885,832 
34,250,398 507,268 
33,803,017 501,336 
35,885,898 488,122 


INCREASE IN 1898 PREMIUMS IF WRITTEN 
AT RATE RECEIVED ON 1895 BUSINESS. 
Connecticut, . $231,785 
Maine,. .. 185,961 
Massachusetts 951,187 
New Hampshire, 20,348 
Rhode Island, 159,327 
Vermont, 35,812 


.0146 
.0148 
-0148 
.0136 


522,223 


$1,584,420 

The year 1895 is chosen as being the year 
that marked the return of general pros- 
perity for the insurance companies, 
although industrial prosperity did not 
materialize until later. It will be observed 
that there has been a constant decrease 
since that year and if the insurance com- 
panies had received the same rate in 1898 
that they did in 1895 the premiums in New 
England would have been $1,584,420 more. 
It is not fair to assume that the companies 
could have received this increase, because 
in the case of sprinkled risks and risks 
where substantial improvements have been 
made, the reduction in rate must have come 
and the benefit to the companies is in the 
reduced loss ratio. This would not apply, 
however, to the reduction in rate on risks 
where the fire protection has not eliminated 
the probability of large losses. But a lib- 
eral reduction for the sprinkled and im- 
proved risks would leave considerably more 
than $1,000,000, that the companies might 


have received had a firm stand been taken 
against the reduction in rate. 

In connection with these figures it should 
be considered that no distinction is made 
between annual and term business, but the 
latter has probably averaged about the 
same in each of the four years. 

The figures for 1899, however, will tell a 
different story, because under the new rule 
which allows term business to be written 
for three and five years at two and three 
annual rates, a proportion of that business 
will increase and the rate to amount in- 
sured increase also, whereas in fact the 
companies will lose the premiums for one 
and two years. 

FIRE UNDERWRITER. 
¥ 


Contingent Commissions in New England. 


BAR HARBOR, ME., Nov. I, 1899. 

Replying to your recent inquiry as to 
any views I might have on the contingent 
commission idea, further than those ex- 
pressed by me at the Bangor meeting of 
the Maine State Association of Fire Under- 
writers, I will say that thus farthe weight 
of argument upon this subject has, as I 
interpret it, been in favor of the remunera- 
tion of the local agent depending in a cer- 
tain degree upon the profits of his agency. 
This, it seems to me, is good sense as well 
as good business. The local agent prac- 
tically controls the business on his books. 
He can, with slight limitations, give it to 
whatsoever companies he may select. 

Insurance capital is now so plentiful that 
he only has to show a dissatisefid com- 
pany the door, and numberless other com- 
panies are anxiously waiting to enter, and 
I believe that the enormous fire waste of 
the country is in part one of the results of 
this independence, breeding, as it does, 
careless habits in underwriting. Make the 
local agent a copartner. Make him a sharer 
in the profits and losses of the companies 
he represents, and his independence will 
be reduced to its proper basis. Make his 
income depend in part upon the profits of 
his agency, and he will exercise a part 
of that all engrossing commission getting 
energy into ways and means of lessening 
the number of fires; thus conserving his 
own interest, the interest of the companies, 
and by lower rates which are sure to follow, 
the interests of the assured. The stock argu- 
ment usually urged against the contingent 
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commission theory is that a company sus- 
taining a loss at the beginning of the year, 
would, as a consequence, suffer loss of busi- 
ness in that agency, precluding, as it does, 
the chance of contingent profit to the agent 
from that company. This argument, to my 
mind, is for the most part fallacious, and 
will not bear a close analysis. Of all the 
agencies in which a company was repre- 
sented, in how few would it have serious 
losses at the beginning of the year. Of 
these few only a portion would be so selfish 
as to have a company suffer loss by fire and 
then curtail its premiums. These few could 
be judiciously watched from the home 
Office. 

As to your question of the opinions of 
State of Maine agents upon the subject of 
contingent commissions, I have not heard 
a very general expression of opinion from 


them, but at the Bangor meeting I was sur- 
prised to hear the hearty applause greeting 
the mere statement of belief in the theory 
of contingent commissions. A number of 
agents have since expressed to mea cordial 
approval of the theory, as a solution of many 
of our present rate, rebating and excess 
commission troubles. I think there is also 
a feeling among the agents that with a ten- 
per-cent commission flat and a fifteen-per- 
cent contingent, there would be a greater 
profit than with the fifteen-per-cent com- 
mission which most companies now pay. 
Thus the extra precautions against fires 
that the agents would surely take, working 
under the contingent commission plan, 
would be amply paid for on the average by 
an increase of net commission to the agent. 


FRED C. LYNAM. 





THE ANTI-REBATE AGREEMENT IN LIFE INSURANCE. 


DARWIN P. KINGSLEY. 


(From the New York Independent.) 


The agreement made between most of our 
life insurance companies in October, 1895, 
called the Anti-Rebate Compact, has always 
been more or less misunderstood. The 
agreement was made because it was known 
that all reputable companies deplored the 
practice of giving rebates, and it was evi- 
dent that a common plan of action would 
be better than individual programs, even 
though the same object was aimed at. That 
the united voice of thirty companies would 
be morally much more potent than the 
voice of any one company was certain, and 
was in itself reason enough for united 
action. No company that signed that 
agreement supposed that a new power had 
been created which had authority over the 
signatories, and no company understood 
that there was anything but good faith to 
make the action of the companies effective. 
All companies believe that a fearless en- 
forcement of the provisions of the agree- 
ment would make it more effective than 
any statute law, would make its separate 
and collective decisions as nearly final as 
anything could be against such a practice 
as the practice of rebating. .. . 

The agreement was purely voluntary, and 
if any company signed it with reservations 


as to any of its terms, it was an obvious 
injustice to the other companies, because 
no company was compelled to sign it, and 
anything but the fullest compliance with 
its conditions meant its gradual disintegra- 
tion and ultimate ruin. I think it is a 
matter of common knowledge that for a 
period of from six months to a year after 
this agreemeut was made rebating substan- 
tially ceased. Most of the companies sign- 
ing the agreement took immediate and 
drastic steps to make it effective. They not 
only proclaimed to their agents hostility to 
the practice, but they put in force practical 
machinery of such a character as to make 
the men in the field understand that they 
meant exactly what they said. Unfortu- 
nately not all companies did this, but the 
agents were universally so much impressed 
with the power of this united action that 
rebating hesitated and faltered even among 
the agents of companies not issuing specific 
rules and not taking practical measures to 
drive home the truth of what they professed. 
No better illustration of the moral power 
of united action could be cited than the 
fact that the agents of what may be called 
rebating companies measurably abandoned 
the practice until such time as they could 
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learn by indirect means whether their par- 
ticular companies were in earnest in signing 
the compact. It took a little time for the 
small leaven of insincerity which existed 
when the agreement was made to force its 
way through the moral conviction that fol- 
lowed united action, but it was certain to 
get through in time, and to reach the agents 
who were standing in a listening attitude; 
and as soon as they heard the familiar note 
their old work began and disintegration 
followed, until to-day the agreement is in 
grave danger, and so far as the referee is 
concerned is absolutely ineffective. . .. 


The first feeling among companies inter- 
ested, on learning of the Equitable’s action, 
was, I think, that the agreement was prac- 
tically dead, and that there was really 
nothing left but for the companies who 
still believed in it, and still supported it, 
to take up the unpleasant and ungrateful 
task of decently putting it out of existence. 
This conclusion was probably too hasty. 
None of us, I think, to a proper degree 
recognized the fact that, after all, the man 
most interested in this question is the one 
that carries the rate book. We forgot that 
for a period of time, just after the agree- 
meut was made—say for about twelve 
months, the honest agent got a little taste 
of decent mothods and learned something 
of the immense value to him, as well as to 
his customer, of an arrangement which 
protected him from the competition of the 
adventurer and the sharper, which saved 
him from being daily robbed under the 
guise of respectability. Better knowledge 
as to how the soliciting agent feels has 
made many companies hesitate to go before 
the public with an admission—even though 
that admission is coupled with the state- 
ment that the fault is not theirs—that the 
only rational and united program of oppo- 
sition to this evil practice has been given 
up. I have personally become convinced 
that if the question of continuing or dis- 
continuing the Anti-Rebate Agreement 
could be submitted to the vote of the men 
in the field, who devote their entire time 
to soliciting life insurance, the majority in 
the negative would be overwhelming, and 
that, too, at a time when opposition to the 
pratice seems almost hopeless. 

The situation is, therefore, not simple, 
and a conclusion as to the best line of 
action is not easy. Conditions in the field 
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are such as to make it not unnatural for 
companies to signify their disgust by a 
notice of withdrawal, and a compact that 
doesn’t include all the companies will 
certainly be of doubtful value; and yet, 
on the other hand, the serious-minded 
field-worker everywhere wants the compact 
kept in force, and if it is abrogated a large 
body of agents, in spite of all the com- 
panies can say or do, will construe abroga- 
tion as a reversion to chaos, and an open 
invitation to rebate at will. 


I have already said that no company was 
obliged to sign that agreement when it was 
made. If any company did not think that 
rebating was an evil—a real evil, something 
to be feared and fought—it should not have 
entered into that agreement. There was 
no place among the signatories for the 
cynic who says that rebating ‘‘in principle 
differs in no respect from the familiar prac- 
tice of all merchants who can afford to, and 
often do, mark down the selling price of all 
their wares at the end of a successful year, 
or other period, to cost or below cost, in 
order to close them out, and yet realize a 
handsome average profit on their total 
sales.’’ There was no place among the sig- 
natories for the man who says that rebating 
is only another phase of legitimate compe- 
tition, who says that greater liberality in 
policy-contracts is another form of rebating; 
that better business methods, more attract- 
ive policy forms, greater courtesy in the 
treatment of policyholders—all these things 
are to be characterized as varieties of re- 
bating, or, together with rebating, they are 
simply tricks of trade and a part of legiti- 
mate competition. 

It is as certain as anything can be that 
any company whose management was of 
this mind should not have signed that 
agreement; it was certain from the begin- 
ning that any company whose opposition 
to rebating was colored by such opinions 
was out of place among the signatories. 
Such a company, faced by the loss of con- 
siderable volumes of business through the 
competition of rebating companies, would 
certainly go to pieces and drag the com- 
pact down with it. When I say that ex- 
actly the above conditions and convictions 
were represented among the signatories I 
have said all you will care to print, and I 
don’t need to say any more to make my 
meaning clear tothe practical life insurance 
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man who is at work in the field to-day. If 
you put the question as to what companies 
I have in mind to nine out of ten field men 
as you meet them, they will give you the 
nd@mes of the companies, and they will 


probably agree exactly nine times out of 
ten. Ninety percent of the thirty compan- 
ies originally signing that agreement op- 
posed, and still oppose, “‘eaeche for good 
and unanswerable reasons. 





THE AGENCY MOVEMENT IN FIRE INSURANCE. 


The subjoined matter comprises in part, 
some remarks made hy the publisher of 
this magazine before Connecticut fire in- 
surance agents held at Hartford, Nov. 18th. 

This question has been frequently asked : 
Have the agents of fire insurance compan- 
ies a right to organize for self-defense? It 
may be said that, since the agents have 
already organized for self-defense, the 
question is hardly to the point; but never- 
theless it is a fact that there is still 
considerable opposition to the agency 
movement among the companies. While 
the companies as a whole, favor an agency 
organization which will promote mutual 
interests, it is yet difficult for them to admit 
that the agents have a right to associate for 
the purpose of promoting those interests 
which are commonly regarded as opposed 
to those of the companies. This feeling of 
antagonism is not unnatural. It is exactly 
the same feeling which the employer of 
labor for many years experienced in regard 
to labor unions. We can shed much light 
on this question by study of the labor union 
movement. 

It can be said as a broad proposition that 
in the commercial world the rights and 
equities of contracting parties, whatever 
the transaction may be, will be best pre- 
served where the balance of power is about 
equally divided. Where the employer is 
in a position to dictate terms which the 
employe must accept, the rights and equi- 
ties of the employe, in nine cases out of ten, 
will be encroached upon. And it is equally 
true that the rights of the employer will 
suffer if the employe is possessed of an un- 
equal share of the power to enforce de- 
mands. If, therefore, the balance of power 
is unequal upon either side, it is perfectly 
proper for the employe or the employer to 
place himself in a stronger position, where 
he may be assured a more just and equitable 
treatment. All other things being equal 
the individual employe has in the past occu- 
pied a weak position as compared with the 


individual employer. Asa result we have 
had the labor unions. But with the labor 
unions on one hand and the individual em- 
ployer on the other, the scales have been 
tipped in favor of the employe, resulting 
often in arrogant, ‘head-strong demands 
which have created trouble and loss both 
to the employer and the employe. It was 
not until the employer on his side organ- 
ized for mutual protection that the balance 
of power was restored. Between organized 
capital and organized labor we have at last 
secured some guarantee of industrial peace. 

It is an interesting fact that while in the 
industrial world the organization of the em- 
ploye for self-defense, preceded the organ- 
ization of the employer, in fire insurance 
the organization of the company preceded 
that of the agent. The agent is just begim 
ning to realize that as an individual he is 
powerless against an organization of com- 
panies. Wesee, however, an exact counter- 
part of the movement toward organization 
in the labor world, in the fact that as the 
agency movement in fire insurance shows 
signs of growing strength and permanency 
the companies are increasing and strength- 
ening their own organized self-defenses. 
This is the natural result of the desire to 
preserve the balance of power. Both the 
companies and the agents have a right to 
organize for self-defense against the undue 
encroachments of the other, and the rights 
and equities of both parties will be more 
nearly maintained where the power to en- 
force is aboutequally divided. Under such 
circumstances the individual agent no 
longer pits himself against the individual 
company or the organized companies, nor 
the individual company against the indi- 
vidual agent or the organized agents, but 
the settlement of disputes is left for adjust- 
ment between the representative organiza- 
tions of the conflicting parties. 

This is as perfect a status as modern con- 
ditions will allow, and is the best guarantee 
of justice that we have. Not only in the 
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diplomatic world, with its delicate and in- 
tricate adjustments, but in the business and 
industrial world, is the ‘* balance of power ”’ 
a harbinger of peace. 

Recognizing, therefore, that the agent 
has a right to organize for self-defense, we 
must also recognize that the success of the 
organized movement will depend upon the 
use which is made of those rights. Here 
again we may profit by a study of the labor 
unions. The labor unions have alienated 
public opinion, and failed in accomplish- 
ing their objects, just so far as their de- 
mands have been excessive, or have been 
made in an arbitrary and dictatorial spirit. 
Where they have proceeded with conserva- 
tism and shown a desire to settle their dis- 
putes by conference and concession, they 
have succeeded. . 

The only platform upon which the agency 
movement can succeed is the conservative 
one. The agents will lose nothing by con- 
ference and concession. On the contrary 
they will gain much. An inflexible and 
arbitrary attempt to enforce reforms will 
undermine their strength and render them 
practically useless. Most men can be ap- 
proached with arguments which appeal to 
reason, to the sense of justice or to self- 
interest. One or all of these motives will 
lead the company managers to meet half- 
way any agency association which shows a 
desire to adjust differences by conference 
and concession. There are men who can- 
not be approached either through reason, 
a sense of justice or self-interest. But 
fortunately these men are few, and by the 
immutable law of compensation and the 
economy of nature they tend to elimi- 
nate themselves. 

No dispute between agents and compan- 
ies can be settled permanently and satis- 
factorily except by concession upon both 
sides. This is an important fact, which 
should exert a controlling influence in the 
new relations springing up between the 
companies and their agents. Human ideas 
of right and justice differ, even among the 
best men. The judgment of man upon 
questions of equity is not infallible. We 
do not get in this world perfect, but only 
approximate, justice. There is no dispute 
between men or organizations which can- 
not be honorably adjusted by mutual con- 
cession. The man who expects to settle a 
dispute in his way, and in his way only, is 
wrong. He begins with an assumption of 
infallibility which shuts out all opportunity 
for argument. If such a man fails in his 
purpose, as he always must in the long run, 
it is entirely due to his own folly. 

It is the same with associations as with 
men. If the agency associations will pro- 
ceed with caution and conservatism, and 
show a desire always to adjust differences 
by conference and concession, they will 
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gain vastly more than by any other mode 
of action. 

There is one other point which should 

be touched upon, and that is legislation. 
There is very little difference of opinion as 
to the mutual interests of the agents and 
companies in respect to so-called restric- 
tion legislation ; but there is considerable 
difference of opinion among both compa- 
nies and agents regarding protective legis- 
lation ; that is, special legislation designed 
to protect the interests of either companies 
or agents. One who has given thought to 
this question must become convinced that 
special legislation is not only wrong in 
principle, but that it is very bad policy 
also. Special legislation is not only con- 
trary to the highest and best principles of 
popular government, but it is doubtful if 
there is a case where special legislation has 
been of any permanent or lasting value to 
the particular interests seeking protection. 
Legislation of this kind re-acts. Those 
who enjoy protection to-day against other 
interests, find to-morrow that these other 
interests have sought and procured protec- 
tion against them. Special legislation is a 
dangerous tool which cuts both ways. In- 
surance agents and companies ought to 
leave it severely alone, not only because 
special legislation at the hands of a gov- 
ernment designed primarily for ‘general 
legislation, is wrong in principle, but be- 
cause it is inefficient and positively injuri- 
ous to insurance interests. 

It is quite clear that every time insurance 
agents or companies seek protective legis- 
lation they encourage and invite restrictive 
legislation. State interference in behalf of 
the agent or company will logically lead to 
state interference which neither the agent 
nor the company desires. To be specific, 
if the local agent asks for legislation upon 
overhead writing, does he not confess a 
weakness and inefficiency which will logi- 
cally lead the legislator to conclude that 
in the general management of the business 
there is a weakness and inefficiency which 
demands state control? Special legislation 
for protective purposes, is the open door 
leading to state insurance. It is better for 
the agent and the company to close the 
door, lock it and throw the key away. 

Special legislation is not only inefficient, 
but in view of the organization of the 
agency associations, quite unnecessary. 
The agents can accomplish more through 
these organizations than through special 
legislation, without courting the same in- 
jurious results. The tendency toward state 
interference to-day, is due, as much as to 
any one cause, to the shortsighted. policy 
pursued by agents and companies in mak- 
ing use of the legislatures for protective 
purposes, It does not pay to fool with 
dynamite. 








